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ABSTRACT 
Corporate finance focuses on investment and financing decisions. Within this 
framework, however, the finance literature has given little consideration to working 
capital management. Similarly, in practice, working capital managers are regarded as 
passive contributors to major business decisions. This thesis attempts to increase 
academic awareness of the importance of working capital management. When we 
combine the existing literature with recent events, such as industrial technological 
advances, changes in Australian accounting standards, and the global financial crisis, 
a fertile research ground is evident and allows us to explore current practices in 
working capital management. Data are collected through interviews with 10 corporate 
treasurers and a survey of 120 Australian corporations to document the approaches 
used by working capital managers in the areas of cash, inventory, accounts 
receivable, accounts payable, and risk management. This thesis reports how 
fundamental factors such as firm size, company performance, credit ratings, industry, 
and education, gender, and age of the working capital manager play a vital role in the 
management of these areas. This paper’s major contribution lies in its examination of 
the behavioural aspects of working capital managers. We show that Australian 
managers are prone towards behavioural biases such as loss aversion, 
overconfidence, anchoring, and self-serving biases, and that some of these can be 
desirable for efficiency. Taking into account all of these factors, we propose a profile 
of a good working capital manager. 
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CHAPTER 1 
 INTRODUCTION 
1.1 Background 
Corporate finance can be subcategorized into long-term and short-term finance. 
Capital budgeting, dividend policy, and capital structure fall under long-term finance. 
Short-term finance, on the other hand, focuses on how working capital affects a firm 
within a period of one year. Working capital is defined as current assets minus current 
liabilities and indicates a firm’s potential liquidity position. Working capital 
management includes cash management, inventory management, accounts 
receivable management, and accounts payable management. In Australia, working 
capital management generally falls under the responsibility of corporate treasurers. 
The greater the working capital, the less financial strain a company experiences, but 
too much working capital suggests idle assets and excess liquidity. 
1.2 Motivation and Research Questions 
The management and control of working capital is one of the most effective measures 
of a company’s financial health. It is common to assume that a firm’s objective is to 
maximize shareholder value, and effective working capital management can 
contribute substantially towards this goal. Efficient working capital management can 
foresee and sometimes avoid potential financial difficulties. Poor working capital 
management can lead to financial distress, which increases the probability of 
bankruptcy. Smith (1973) argues that a large number of business failures have been 
due to improper working capital management. Berryman (1983) and Dunn and 
Cheatham (1993) also state that improper working capital management is the primary 
reason for small business failures in the UK and the USA. When firms are either in 
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distress or approaching bankruptcy, working capital management is of interest to 
banks and legal advisers. Banks rely on working capital figures to decide whether to 
offer additional loans to corporations, and legal advisers require these values to 
confirm that a firm is legally bankrupt. Although working capital management is 
important to corporate treasurers, shareholders, loan providers, and legal advisers, it 
has been overlooked by academics. The primary goal of this thesis is to document the 
contemporary practices of working capital managers. 
 
Belt and Smith (1991) surveyed working capital managers in Australia in 1989 and 
documented working capital practices in the 1980s. Since then, the Australian market 
has undergone numerous structural changes, namely, rapid advances in computer 
technology for inventory control, alignment of the Australian accounting standards to 
global accounting standards, and a variety of market-related influences (including 
technological advances and changes in spending patterns and trade) and 
government-related influences (such as reforms to infrastructure services and labour 
market regulations). Further market disruptions, such as heightened global security 
issues, energy concerns, and the global financial crisis (GFC), have potentially impact 
working capital management. Using survey methodology, this thesis documents the 
latest developments in the field and assesses structural changes in working capital 
management. 
 
Although Belt and Smith (1991) consider the fundamental characteristics of working 
capital management, they ignore the behavioural aspects of working capital 
managers. Kahneman, Slovic, and Tversky (1982) postulate that professionals are 
prone to various heuristic-driven biases, such as representativeness, loss aversion, 
and anchoring biases. While behavioural finance scientists study how these biases 
affect financial practitioners, this research explores how they specifically affect the 
decisions of working capital managers and develops a profile for these managers.  
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Furthermore, from both an academic and a practical perspective it is still unclear that 
how working capital management changes with respect to the GFC in Australia, and 
this research is going to examine it. 
1.3 Approach and Methodology 
Many techniques are available to answer the research questions identified in the 
previous section, but we choose a survey methodology because it can address all of 
the issues mentioned above. Prior to designing the survey questionnaires, we 
conducted interviews with working capital managers to assess recent developments 
in the field. The first version of the questionnaire was then pilot-tested on experienced 
people in the field. The final questionnaire was sent by mail to all listed firms in 
Australia, and an online questionnaire was also made available. We used statistical 
techniques to evaluate the data collected and an ordinal regression econometrics 
model was used as a robustness test. It should be noted that the same methodology 
applies to all the empirical chapters. 
1.4 Thesis Contributions  
Overall, this research intends to make the following contributions in the empirical 
chapters. Chapter 4 empirically tests the different determinants of working capital 
management in Australia. In particular, it describes and analyses the determinants of 
a range of methods utilized in working capital management. Following the structure of 
the questionnaire, Chapter 4 initially examines the overall performance (approaches, 
key value metrics, and methods) of general working capital management in Australia 
and then focuses on the performance of each determinant separately. It has been 
noticed that short-term debt is not similar in nature to long-term debt; however, a 
number of factors that could affect both long-term and short term debt decisions are 
tested. A major contribution of this research is this chapter’s test of the importance of 
risk management in working capital management. Other research questions are also 
empirically addressed in this chapter, such as the importance of factors affecting cash 
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and debt decisions, whether pecking order and/or trade-off theory hold in debt 
management in Australia, and whether Australian corporate treasurers prefer to use 
accounts receivable rather than cash. 
 
Chapter 5 examines the fundamental factors affecting working capital management. 
Inspired by the work of Graham and Harvey (2001) on how fundamental 
characteristics affect a segment of working capital, this chapter explores how 
fundamental factors such as size, credit rating, foreign sales, listing, firm performance, 
industry, and chief executive officer and chief financial officer age, gender, and 
education affect all the different components of working capital. Survey respondents 
in this thesis are subcategorized based on these characteristics, and their 
performance compared with other groups. For instance, for all the factors cited above, 
we test whether small firms have the same working capital structure as large firms. 
The additional fundamental factors tested in Chapter 5 extend the analysis. 
 
Proponents of the growing field of behavioural finance argue that behavioural biases 
affect managerial decisions, and it is increasingly recognized that behavioural science 
is important to our understanding of economic decision making (Kahneman and 
Tversky, 1979). Since no prior study has studied behavioural biases in the context of 
the decision making of working capital managers, Chapter 6 fills a major gap in the 
literature by exploring how behavioural factors affect working capital management. 
This chapter first investigates whether Australian corporate treasurers (also known as 
working capital managers) are prone towards any behavioural biases such as the 
self-serving, overconfidence, loss aversion, or anchoring bias. It then tests how each 
behavioural bias affects working capital management. Using a similar methodology as 
in Chapter 5, participants are divided into two groups: those with a particular bias and 
those without. The performance difference between these two subsamples is then 
discussed. This chapter attempts to develop a profile of a good working capital 
manager. 
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Given that the survey was carried out in the middle of the GFC, the question remains 
as to how working capital managers behaved during that period. The timing of the 
survey allows us to capture this particular event, another unique contribution of this 
thesis. Chapter 7 investigates the impacts of the GFC on working capital management. 
Participants were asked to answer a number of open-ended questions on their 
reactions during this difficult time. By summarizing the answers, this chapter 
contributes to the literature by pointing out specific policy changes to working capital 
management. First, it investigates managerial changes to overall working capital 
management, and then specific segments such as cash, inventory, accounts 
receivable, debt, and risk management. 
 
So far, the examination on fundamental factors and behavioural factors that affecting 
working capital decisions in Chapter 5 and 6 assume that all factors are independent 
of each other. Chapter 8 applies an ordinal regression model to test for the joint 
impacts of these factors. Selected factors namely, the self-serving bias, 
overconfidence bias, loss aversion bias, anchoring bias, size, foreign sales, listing, 
industry, and age of corporate treasurers are examined. It also shows the severity of 
these violations, specifically, anything changes from the previous analysis and the 
magnitude of the changes. 
1.5 Thesis Structure 
The remainder of this thesis is structured as follows. Chapter 2 reviews the literature. 
Chapter 3 discusses the research methodology. Chapters 4, 5, and 6 provide 
empirical evidence of working capital management practice, fundamental factors 
affecting working capital management, and behavioural factors affecting working 
capital decisions, respectively. Chapter 7 explores the GFC’s impact on working 
capital management. Chapter 8 applies the robustness test to examine the joint 
impact of factors that affecting working capital management. Chapter 9 concludes the 
thesis by summarizing the major findings of the empirical analysis. It emphasizes the 
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key contributions of this research and provides a robustness test to validate the 
empirical findings. Finally, it proposes possible opportunities for future research. 
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CHAPTER 2 
LITERATURE REVIEW 
2.1 Introduction 
This chapter reviews the applicable literature, which consists of studies on four topics, 
namely, working capital management, fundamental characteristics, behavioural 
finance theory, and the global financial crisis (GFC). In addition, it discusses new 
developments in the working capital management area not previously documented. 
The first major section of this chapter presents the current consensus and debate in 
working capital management, including the areas of cash, inventory, accounts 
receivable, and debt. It then examines current practice for each of these aspects. 
Furthermore, the literature on risk management is explored. The next major section of 
Chapter 2 examines the effects of various fundamental characteristics, that is, size, 
credit rating, foreign sales, firm performance, industry, and gender, age, and 
education of the working capital manager, and behavioural biases, namely, the 
self-serving, overconfidence, loss aversion, and anchoring biases. Lastly, the 
background and impacts of the GFC are reviewed. This chapter’s discussion of the 
literature leads to a number of research questions. 
 
As discussed in Chapter 1, there is not a great volume of academic literature 
specifically related to working capital management or the new related issues explored 
in this thesis. The sparse literature that does exist motivates this study. Specific 
issues found to be lacking in the literature are supplemented and informed by data 
gathered from the preliminary face-to-face interviews with Australian corporate 
treasurers. 
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2.2 Working Capital Management 
Gentry, Mehta, Bhattacharyya, Cobbaut, and Scaringella (1979) study the 
management perceptions of the working capital processes of large corporations in 
Belgium, France, India, and the USA. The majority of the respondents in the study of 
Gentry et al. (1979) indicate that the most important short-run objective is to provide 
the cash, receivables, inventory, and short-term credit necessary to support 
anticipated sales in the defined planning period. Khoury, Smith, and MacKay (1999) 
compare working capital practices in Canada, the USA, and Australia and observe 
both similarities and differences in working capital practices across countries and time. 
The authors state that future research is warranted in this area, particularly to 
determine how these practices change over time. In a quantitative regression analysis, 
Chiou, Cheng, and Wu (2006) show that only the debt ratio and operating cash flow 
influence working capital management. In other words, contrary to Gentry et al. (1979), 
the authors find no statistical significance for inventory and accounts receivable as 
determinants of working capital. This study attempts to contribute to the academic 
debate as to what the determinants of working capital are. 
 
In the last two decades, risk management has become an important element of 
conducting business, and it is generally the role of corporate treasurers to manage 
risk as well. This finding was determined during the early stages of this study involving 
interviews with corporate treasurers, as well as Ernst & Young surveys. While the 
current academic literature does not mention risk management as a component of 
working capital management, related risk studies are considered in the next section. 
2.2.1 Risk Management 
Ernst & Young conducts yearly surveys of corporate treasurers on financial risk 
management in Australia and New Zealand. The results of their surveys show that the 
importance of different financial risks varies over time. Graham and Harvey (2001) 
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also examine risk management practices and find that they are a key determinant of 
cash flow, discount rate, and debt. Recently, Smith and Thompson (2007) have 
shown the importance of credit risk management in debt management. Moosa (2007) 
and Abrams, Kanel, Muller, Pfitzmann, and Taylor (2007) highlight the operational 
risks of businesses due to factors such as incompetent staff, fraud, inefficient 
processes, and external factors. Liebesman (2008) hypothesizes that the adoption of 
ISO 9001 contributes to risk management and that this enhances various areas such 
as customer satisfaction, supply chain, revenue recognition, information security, 
logistics, and natural disaster management. Verschoor and Muller (2007) and 
Kalamkar (2007), on the other hand, explain the importance of market risk in the 
day-to-day running of a business. 
 
In the context of equity markets, liquidity risk has been well documented. Black (1971) 
outlines four major types of liquidity, namely, transaction speed, the tightness of the 
spread, and the resiliency and depth of the market. Others, such as Zheng and Shen 
(2008), simply define liquidity risk as the inability to buy and sell securities. Holmstrom 
and Tirole (2000) show that risk associated with liquidity management has price, 
quantity, and reputation effects. Naimy (2009) and, more recently, Van den End (2010) 
review bank liquidity risk and argue that inefficient liquidity risk management was a 
key determinant of the recent financial crisis. The authors also argue in favour of 
effective policies and measures that will strengthen the banking system and enhance 
financial stability. 
 
Simon (1984) and Howell and Chaddick (1994) argue that firm operations can be 
directly or indirectly affected by political risk. Van Wyk (2010) proposes an 
interdisciplinary framework that helps managers identify and track political risks and 
thus prevent any adverse impact on firm profitability. From this literature review, it is 
clear that liquidity risk, market risk, credit risk, operational risk, and political risk are 
important aspects of risk management. The surveys conducted by Ernst & Young 
show the relative importance of these risks under normal market conditions, and this 
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research examines the importance of managing these risks during the GFC. 
Furthermore, this study attempts to demonstrate that risk management is the fifth arm 
of working capital management. 
 
2.2.2 Innovative Aspects of Working Capital Management in Australia 
The last survey on working capital practices in Australia was conducted in 1989 (Belt 
and Smith, 1991) and determined that the practices of working capital managers are 
limited to cash, inventory, accounts receivable, and accounts payable. However, over 
the last two decades, the role of these managers has changed considerably, an 
aspect not covered in the academic literature. It is thus important to align the current 
literature with current market practices. This study touches on the new approaches, 
the metrics used by practitioners, and the new techniques. It is important to note that 
we compare these concepts with the work of Belt and Smith (1991) to classify them as 
new elements. 
 
2.2.2.1 New Approaches in Working Capital Management 
 
2.2.2.1.1 Emphasizing the importance of working capital within the organization 
Traditionally, the role of working capital managers has been a passive one. For 
instance, in managerial meetings, managers discuss matters that are in alignment 
with the core objectives of the business and give less consideration to the issues 
faced by working capital managers. During the interview stage of this study, working 
capital managers reported their struggles to have their contribution recognized as vital 
to the day-to-day running of business in Australia. The survey in this thesis tests if 
Australian firms emphasize the importance of working capital management. 
 
2.2.2.1.2 Putting in place structure, governance, and dedicated resources 
To increase the efficiency of working capital management, a company can put in 
place an organizational structure that empowers people and facilitates workflow. For 
example, Figure 2.1 shows a typical organizational structure for a large company. As 
shown, the top management position in the company is that of the chief executive 
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officer (CEO), who reports directly to the board of directors and the board of directors 
take responsibility for setting the strategic direction of the company. The chief 
financial officer (CFO) reports directly to the CEO and focuses on managing all 
financial aspects, and the corporate treasurer reports directly to the CFO. The 
corporate treasurer is in charge of working capital management, which includes cash, 
inventory, accounts receivable, and debt. In addition, risk in a company is often 
managed by a risk manager. This thesis tests if Australian corporate treasurers 
operate within such a structure. 
 
 
.  
 
 
 
Fig. 2.1 A simplified company structure chart. 
 
2.2.2.1.3 Understanding and designing performance drivers 
For an organization to reach its full potential, it is important that it use some key 
performance measures. It is vital that working capital managers understand what 
drives these performance measures, if used at all. This will ensure that they will 
implement the appropriate techniques to achieve their goals. An example of these key 
performance indicators in the area of accounts receivable is shown in Figure 2.2. 
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Fig. 2.2 Key performance indicators for accounts receivable. 
 
In institutions where such parameters do not exist, it is imperative to design and 
implement such performance measures to motivate appropriate behaviour. 
 
 
2.2.2.1.4 Outperforming industry average targets 
According to Madhou, Ramiah and Moosa (2011), in an effort to develop good 
management practices, working capital managers mimic successful firms within their 
industry. To that end, they set aggressive targets to achieve their goals. Generally, 
the lower the level of working capital, the better it is for the company. This is depicted 
with company H in Figure 2.3 (Assuming that company H has the lowest working 
capital / Sales ratio and it is sufficient to meet required obligations). Even though the 
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working capital level of company D is close to the industry average (see the peer 
average line in Fig. 2.3), it does not show good practice, since the corporate treasurer 
should mimic the best-in-class structure, which is company H. Whether such a 
practice is adopted by firms is not known, and this study investigates whether 
Australian firms set aggressive targets. 
 
Fig. 2.3 Working capital level chart. 
 
2.2.2.1.5 Embedding change management 
Prasad and Sayeed (2006) show the importance of managing change in both stable 
and volatile organizations. Changes are always occurring within organizations due to 
market drivers, staff changes, new regulations, resource availability, and 
technological advances. Embedding change management is the process that allows 
for the standardization of procedures and activities for all types of changes and the 
monitoring of these changes within a continuous improvement mindset to minimize 
change-related impacts and enhance efficiency. Garg and Singh (2002) show that 
successful change management in an organization comprises, for example, 
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technological change, systemic change, structural change, cultural change, and 
people change. In this process, it is important to maintain the commitment of key 
stakeholders, clearly communicate the improvement objective, influence attitudes and 
behaviours to deliver the improvement, and ensure the programme is maintained as 
an integrated change initiative. This analysis examines if Australian firms follow such 
practices. 
 
2.2.2.1.6 Goal setting approaches 
Goals provide organizations with a blueprint that determines a course of action and 
aids them in preparing for future changes. Latham (2003) presents a five-step goal 
setting approach that significantly increases organizational productivity and 
satisfaction. There are several goal setting approaches an organization can take, for 
instance, the top–down approach, the bottom–up approach, and the interactive 
approach. This study tests if Australian firms utilize goal setting approaches in 
working capital management. 
 
2.2.2.2 Some Techniques Used by Corporate Treasurers 
 
2.2.2.2.1 Rollover agreements 
Fehmy (1986) shows that the major Latin American banks have made agreements 
with their customers to roll over their debt at certain interest rates. It is the bank’s 
responsibility to help their clients pay their interest and have access to fresh loans. On 
the other hand, Nicolino and Luca (2002) report that Asian banks curtail their lending 
practices by refusing to roll over or extend new loans to their customers, since rollover 
agreements have a tendency to increase the risk of bankruptcy. Empirical studies 
show that rollover agreements are a popular rescheduling mechanism between banks 
and borrowers; however it is not a process that can hold a loan forever. Such 
agreements have been blamed for contributing to the recent GFC. Prior to the crisis, it 
was common practice to use short-term rollover agreements. Firms operated on a 
going concern whereby it was assumed that these agreements would be 
automatically rolled over. During the credit crunch, a number of these contracts were 
not rolled over, which led to the collapse of a number of firms. Given that such 
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instruments have the potential to lead to bankruptcy, it is vital for corporate treasurers 
to understand them, and this study tests if rollover agreements are commonly used by 
Australian firms in their financing process. 
 
2.2.2.2.2 Term sheets 
A term sheet is a quick outline of a business lending agreement and generally 
contains a fairly standard set of provisions. It provides all the information required by a 
lender to decide on whether to finance an organization. Without such an agreement, it 
takes longer for lenders to decide on whether to provide funding to a firm. Buchheit 
(1998) finds that sovereign debtors hire an advisory steering committee to negotiate 
both term sheets and final documentation with banks. Jeannie (1996) suggests that 
preliminary documents such as term sheets should be used carefully to avoid 
misleading and deceptive conduct. This thesis tests if Australian firms utilize term 
sheets to improve efficiency in the borrowing process. 
 
2.2.2.2.3 Collection agencies 
A collection agency is a professional agent that helps creditors pursue their accounts 
receivable. The use of collection agencies has become increasingly popular to reduce 
bad debt, particularly in an economic downturn. Gardner (2006) shows that in the 
USA tight legislation is being established to prevent unscrupulous methods of debt 
collection by collection agencies. Laffie (2006) also notes that the US Internal 
Revenue Service allows private collection agencies to collect federal tax debt. Meares 
(2010) argues that since bankruptcy and foreclosures increased during the GFC, the 
importance of debt collection agencies has increased significantly. It is thus 
imperative to test if the same trend is observed in the Australian market. 
 
2.2.2.2.4 Securitization 
Securitization is the instance of using assets as collateral securities in borrowing. 
Kling (2010) shows that banks prefer securitization over traditional lending due to 
capital regulation. A traditional mortgage loan is less attractive than securitization. 
Furthermore, Michaux (2010) points out that although securitization was a major 
cause of the GFC, its true benefits in terms of funding diversification and the credit 
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creation process should not be ignored. The most common securitization is the use of 
fixed assets in terms of real estate to secure a loan. With technological advances, 
banks are now able to access their clients’ inventory levels on a daily basis and can 
use these traditionally inaccessible assets as collateral securities. This process has 
been made possible by many organisations such as PrimeRevenue. Whether this 
state-of-the-art technology is used in Australian companies is currently unknown, and 
this study estimates the proportion of firms using this new technique. 
 
2.2.2.2.5 Outsourcing 
McFarlan and Delacey (2004) define outsourcing as the contracting of independent 
external providers to execute a business function. With globalization, studies such as 
Gottschalk and Solli-Sæther (2005, 2006) show that outsourcing is inevitable, since it 
decreases production costs. Little is known on the impact of outsourcing on working 
capital management, and this study attempts to document the proportion of firms 
utilizing outsourcing. 
 
2.2.2.2.6 Factoring 
Factoring can be defined as a financial transaction involving selling the accounts 
receivable to a third party at a discount for immediate payment. Bakker, Klapper, and 
Udell (2004) argue that factoring has become the most important source of working 
capital for small and medium-sized firms. The company PrimeRevenue mentioned 
above provides a platform for firms and lenders to engage in this practice. Little is 
known about factoring in Australia, and therefore one purpose of this study is to test 
whether firms implement this practice. 
 
2.2.2.3 New Metrics 
Belt and Smith (1991) recognize only net working capital and return on investment as 
metrics in their survey. Our research adds four other metrics, namely, the cash 
conversion cycle (CCC), the weighted average cost of capital (WACC), risk 
management, and benchmarks against competition. 
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2.2.2.3.1 CCC 
Previous studies show that working capital management can be measured based on 
the CCC (Soenen 1993; Deloof 2003; Padachi 2006). The CCC can be defined as the 
inventory conversion period plus the receivables conversion period minus the payable 
deferral period. Recently, Baños-Caballero, Garcia-Teruel, and Martínez-Solano 
(2010) argue in favour of an alternative metric measurement for working capital 
management in terms of CCC.  Mohamad and Saad (2010) investigate working 
capital management performance in Malaysia by exploring financial ratios such as the 
CCC, the current ratio and other ratios and their relationship  with  the firm’s 
performance -firm’s value (Tobin’s Q and profitability). Their results show a negative 
correlation between working capital variables with firm’s performance. Gill, Biger, and 
Mathur (2010) and Dong and Su (2010) support this view with evidence from the USA 
and Vietnam, respectively. Our research assesses whether Australian firms use the 
CCC as a metric to measure working capital, since traditionally net working capital 
has been used. 
 
2.2.2.3.2 WACC 
The goal of working capital management is to provide sufficient cash flow to satisfy 
both maturing debt and capital expenditures. Therefore the WACC used to analyse 
capital budgeting decisions is vital in ensuring the minimum cash flow requirement. 
Chatfield and Dalbor (2005) show that the WACC is widely used as a benchmark 
measurement tool to evaluate if an investment is worth undertaking. Empirical studies 
such as Madanoglu and Olsen (2004) and Kim (2006) explain WACC concepts and 
techniques, while Jung (2008) argues that the WACC can be used to separately 
evaluate the performance of operations and top management. This thesis examines 
whether the WACC is widely used by Australian corporate treasurers. 
 
2.2.2.3.3 Benchmark against competition 
One of the ways that companies can improve their processes is by examining and 
mimicking the functions and processes of successful companies within the same 
industry. Under these circumstances, firms tend to set key performance indicators 
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following these successful firms and, as such, they benchmark against their 
competitors. In a presentation at the Finance and Treasury conference, Madhou, 
Ramiah, and Moosa (2011) showed that firms appear to mimic the capital structure of 
successful business, illustrating their point by showing that successful and 
unsuccessful firms within a same industry have similar capital structures. This thesis 
examines whether benchmarking against competition is popular in working capital 
management in Australian firms. 
2.3 Cash Management 
Polak and Kocurek (2007) state that the objective of cash management1  is to 
maximize liquidity, control cash flows, and maximize the value of funds while 
minimizing their cost. Treasury activities such as financing a corporation, debt 
administration, keeping good relationships with banks, paying suppliers and collecting 
from customers, and controlling foreign currency and interest positions are all aspects 
of cash management. Tsamenyi and Skliarova (2005) investigate the international 
differences in cash management practices. The results of their case study suggest 
that cash management concepts such as reinvoicing centres, leading and lagging, 
netting, and cash flow forecasting are used all over the world. The authors also 
conclude that the banking and economic environment, the efficiency of the financial 
system, the level of inflation, and market regulation influence cash management 
practices. 
 
Essayyad and Jordan (1993) develop an economic order quantity model to 
investigate the level of a particular foreign currency a company should hold by 
considering the opportunity costs, transaction costs, and foreign exchange risk. The 
authors show that the foreign exchange rate forecast is the most important factor in 
the practical application of such a model. Menyah (2005) concludes that cash 
management is driven by developments in communication, computer technology, 
                                                 
1 See more in Anvari and Gopal (1983), Cooley and Pullen (1979), Gitman, Moses, and White (1979), 
and Soldofsky and Schwartz (1973), among many others. 
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market regulation, interest rates, foreign exchange rates, and the banking and 
economic environment. The last survey conducted in Australia was that of Belt and 
Smith (1991), and their study clearly does not reflect any of these latest changes in 
the Australian environment. Our research attempts to shed some light on recent 
changes in cash management (if any) following changes in economic, technological, 
and legal conditions in Australia. A number of new methods used in practice have not 
been documented in the cash management literature, and some examples are listed 
below.  
 
2.3.1 Centralization of Cash Management Decisions 
Soenen (1986) investigates the practices of international cash management in the UK. 
He finds that approximately 70% of companies within his sample centralize their cash 
management operations and observes that increasing numbers of firms are adopting 
this practice. Companies usually have a head office to manage all cash decisions 
(see Tsamenyi and Skliarova, 2005). The proportion of Australian corporations that 
have adopted this strategy is currently unknown, and this research tests its 
importance in Australia. 
 
2.3.2 Diversification of Bank Transactions 
Anvari and Gopal (1983) show that 69% of small Canadian firms deal with only one 
bank. Soenen (1986) also investigates similar relationship in the UK and concludes 
that firm size is a major determinant. On certain occasions, large organizations can 
have more than 50 banking relationships, while small companies tend to restrict their 
relationships to only one or two. During the recent GFC, firms relying on only one 
bank were exposed to the risk of their bank collapsing, which can lead to business 
failure. In an effort to minimize this risk, companies tend to diversify their banking 
transactions. This thesis tests whether Australian corporate treasurers have a 
tendency to diversify banking transactions. 
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2.3.3 Streamlining Bank Relationships 
Empirical studies such as Soenen (1986) and Menyah (2005) show the importance of 
maintaining good relationships with banks. Polak and Kocurek (2007) support this but 
show that firms with good investment grades do not necessarily maintain such 
relationships, since they have other, cheaper sources of finance. According to these 
researchers, the rise of cheaper, non-bank providers also explains why corporations 
do not necessarily keep such relationships. In the Australian market, non-bank 
providers are a viable alternative (e.g., PrimeRevenue), and this study explores 
whether firms still maintain good relationships with their banks and whether there is a 
move towards non-bank providers. 
 
2.3.4 Security Cost Concerns 
According to Ramiah, Cam, Calabro, Maher, and Ghafouri (2010), the Australian 
equity market was negatively affected after the September 11 terrorist attacks but was 
insensitive to subsequent terrorist attacks. Phillips (2001) shows that there has been a 
significant increase in both private and public expenditures in safety and security 
equipment. Some corporate treasurers were under immense pressure to generate 
funds to finance this security equipment. Although Ramiah et al. (2010) focus on 
broader market impacts, they provide no evidence of security concerns influencing 
working capital management. However, there is no literature on how corporate 
treasurers reacted to security cost concerns in working capital management and this 
thesis attempts to document any impact. 
2.4 Inventory Management 
Carpenter, Fazzari, and Petersen (1994) explore the link between inventory and 
internal financing and find that changes in inventory can be a source of funding. 
Skolnik (2007) indicates that reduced inventory requirements are a mechanism for 
increasing cash balances. Kanet (1984) and many others2 review the theories of 
                                                 
2 Askoy and Erenguc (1987), Zomerdijk and de Vries (2003), Disney and Grubbstrom (2004), Duran, 
Gutierrez, and Zequeira (2004), Gavirneni (2004), Williams and Patuwo (2004), and Chang (2004).  
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successful inventory management, purchasing planning, inventory control, and 
developments in inventory management. These authors show several instances 
where effective stock control and distribution are central to the running of successful 
businesses, for example, in supply chain management, implementing a ‘just-in-time’ 
philosophy, material requirement planning, and economic order quantity (EOQ) and 
economic production quantity (EPQ) models. Belt and Smith (1991) fail to consider 
the approaches cited above for inventory management, and no other research 
investigates how frequently Australian firms use these approaches. Our research 
extends the work of Belt and Smith (1991) by examining and documenting other 
inventory management approaches adopted by Australian firms. One of these new 
methods is the following. 
 
2.4.1 Enterprise Resource Planning (ERP) System 
By integrating different departments, including production, finance, accounting, and 
human resources, the ERP system consolidates all business operations into a 
uniform platform. Empirical studies (Davenport, 1998; Krumwiede and Jordan, 2000; 
Ferrando, 2001; Kang, Park and Yang, 2008) show that the ERP system integrates 
different functional areas to ensure communication, productivity, and efficiency. 
However, Chua (2009) argues that the ERP system takes time to get familiar with and 
can be very expensive. Poston and Grabski (2001) investigate whether firms benefit 
from the implementation of ERP and argue that it does not significantly reduce 
expenditures or improve profits or productivity. Given the current debate about the 
effectiveness of the ERP system in other countries, this research simply tests whether 
it is widely used in Australian firms. 
2.5 Accounts Receivable Management 
Mian and Smith (1992) develop and test hypotheses that explain the choice of 
accounts receivable management policies and analyse the incentives that extend 
trade credit and policy choices. They find several incentives for firms to extend trade 
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credit rather than cash, including cost advantages, market power, and tax advantages. 
Following previous literature,3 Asselbergh (1999) argues that firms are willing to use 
accounts receivable for pricing motives, operating motives, financing motives, 
tax-based motives, and transaction motives. The author also points out that the days 
sales outstanding (DSO) rate and cost advantages are determinants of accounts 
receivable management. Currently there is no research that documents the motivation 
of Australian organizations to use accounts receivable instead of cash. This research 
tests whether the factors identified by Asselbergh (1999) hold in the Australian 
market. 
2.6 Debt Management 
Modigliani and Miller (1963) and Miller (1977) suggest that tax shields on interest 
payments on debt should place a premium on the value of a firm, but Miller’s 
subsequent incorporation of personal tax effects greatly reduces the apparent tax 
advantages of debt. Modigliani (1982) introduces uncertainty into the argument and 
suggests that an optimal capital structure might involve a trade-off between tax 
shelters on debt, inflation, and personal tax effects. Myers and Majluf (1984) introduce 
pecking order theory to explain the tendency to rely on internal funds and the 
preference for debt rather than equity. Graham and Harvey (2001) survey 392 CFOs 
about the capital budgeting, cost of capital, and capital structure. The authors 
examine the factors affecting corporate debt decisions and support both the trade-off 
theory and pecking order theory. Most of the debt literature (see Myers, 1977, 1984; 
Flannery, 1986; Graham, 1996; and many others) focuses on long-term financial 
management; however, this research focuses on short-term debt management. Using 
the methodologies developed by Graham and Harvey (2001), this thesis tests 
                                                 
3 See Biais and Gollier (1997), Jain (2001), Smith (1987), Petersen and Rajan (1997), Nilsen (2002), 
Ono (2001), Ferris (1981), Brennan, Maksimovic, and Zechner (1988), Emery (1984), Long, Malitz, and 
Ravid (1993), Wilner (2000), Lee and Stowe(1993), Deloof and Jegers (1996), and many others. 
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whether the trade-off theory or the pecking order theory holds in short-term debt 
management in Australia. 
 
In addition, this thesis tests whether Australian firms use a negative gearing strategy 
in their investments. Negative gearing is a situation where the gains from an 
investment with borrowed funds cannot cover the outgoings. For tax purposes, such a 
negative net income can usually be offset against any positive income. Renton (1999) 
argues that negative gearing may be abolished by the government because it reduces 
tax collection. Fane and Richardson (2005) investigate negative gearing strategies 
under three different tax regimes and conclude that negative gearing should be 
retained and that an accruals tax would be more appropriate than the current regime. 
This thesis examines debt management in Australia and tests whether capital 
structure theories such as pecking order theory and trade-off theory are being 
followed by Australian corporate treasurers. 
2.7 Behavioural Bias 
Behavioural finance is a rapidly growing area that incorporates cognitive psychology 
into traditional finance methodologies. Haugen (1999) refers to models with 
behavioural elements as the new finance and identifies three different phases of 
finance evolution: the old finance, modern finance, and new finance. Prior to the 
middle of the 20th century, referred to as the old finance era, investment decisions 
were primarily based on financial statements and claims and the element of risk was 
not formally incorporated. In the middle of the 20th century, modern finance emerged 
with Harry Markowitz’s introduction of portfolio optimization theory. Later, Modigliani 
and Miller (1958) introduced the capital structure irrelevance principle, which formed 
the modern thinking of capital structure, and Modigliani was awarded the Nobel Prize 
in Economics in 1985 for his contributions. Sharpe (1964) and Lintner (1965) further 
developed the risk and return framework and formulated the powerful capital asset 
pricing model in the late 1960s. The efficient market hypothesis emerged as a 
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prominent theory in the mid-1960s, extended and refined by Fama (1970). Black and 
Scholes (1973) introduced the option pricing model, with Scholes receiving the Nobel 
Prize in Economics in 1997 for his contribution. 
 
Behavioural finance was thus developed to supplement the theory of modern finance. 
Daniel Kahneman was awarded a Nobel Prize in 2002 for his integration of 
psychological concepts to explain the irrational behaviours of decision makers. 
Kahneman and Tversky (1979) and Kahneman et al. (1982) are among the first to 
have established a cognitive basis for common human errors, using heuristics and 
biases. The authors developed prospect theories and other explanations for human 
behavioural biases involving anchoring, representativeness, and loss aversion bias.4 
Representativeness refers to judgements based on stereotypes, trends, and patterns, 
which behavioural theorists argue can lead to biases. DeBondt and Thaler (1985, 
1987) document winners and losers in the stock market exhibiting these patterns, with 
such characteristics leading to contrarian profits, that is, in violation of the efficient 
market and Bayesian estimates. In a more recent study, Nofsinger (2003) determines 
that overconfidence causes people to overestimate their knowledge, underestimate 
their risks, and exaggerate their ability to control events. Hackbarth (2004) also shows, 
theoretically, that overoptimistic and overconfident managers choose higher debt 
levels and issue new debt more often. Oliver (2005) documents the empirical relation 
between capital structure and management confidence and finds that management 
confidence is highly significant in explaining firm financing decisions. The author also 
supports the theoretical argument of the overconfidence bias. 
 
The current trend in research is towards applying behavioural–psychological aspects 
to different areas in finance. As yet, no research has examined how behavioural 
biases affect cash, inventory, and accounts receivable management. This research 
                                                 
4 Some of the best-known empirical studies include Shefrin and Statman (1985), Heisler (1994), Odean 
(1998), Weber and Camerer (1998), Shapira and Venezia (2001), Genesove and Mayer (2001), Coval 
and Shumway (2005), Locke and Mann (2005), Locke and Onayev (2005), and many others. 
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analyses how various behavioural finance biases affect decisions in working capital 
management. The purpose is to develop a profile of a good working capital manager 
based on these psychological attributes. Such a profile has the potential to be of 
assistance to human resource departments in their recruitment process. 
 
2.7.1 Self-Serving Bias 
Miller and Ross (1975) observe that the self-serving bias occurs when people attribute 
their successes to internal or personal factors but blame their failures to external 
factors, which are beyond their control. Zuckerman (1979)  finds that people tend to 
attribute their successes to ability and skill but blame their failures on bad luck. 
Messick and Sentis (1979) find that biased judgements about fairness or rightness are 
made by people in their own self-interest. Babcock and Loewenstein (1997) argue 
that the self-serving bias can be used to explain bargaining impasses, since it leads to 
high disagreement rates in bargaining games. Based on the literature, humans, 
including corporate treasurers, are prone towards this bias, but how this bias affects 
their decisions is currently unknown. One objective of this research is therefore to 
shed some light on this potential problem. 
 
2.7.2 Overconfidence Bias 
Studies of the calibration of subjective probabilities find that people tend to 
overestimate the precision of their knowledge. Such overconfidence has been 
observed in many professional fields, with people tending to be overconfident in 
answering questions of moderate to extreme difficulty. Financial markets provide a 
good environment for the study of overconfidence because of the changing 
investment decisions involving the assessment of risk and returns across different 
investments. For instance, Graham, Harvey, and Huang (2009) show that 
overconfident investors overrate their own beliefs, which leads to excessive trading. 
An exception to overconfidence in calibration is that people tend be under confident in 
answering easy questions. Frank (1935) finds that people overestimate their ability to 
do well on tasks and these overestimates increase with the personal importance of 
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the task. Griffin and Tversky (1992) show that when predictability is low, financial 
analysts may be more overconfident than a novice because they overweight the 
models and theories in which they believe. Odean (1998) shows that overconfident 
traders end up having a lower expected utility than rational traders and hold 
underdiversified portfolios. Graham et al. (2009) show that overconfidence is more 
pronounced in males than in females, while Prince (1993) argues that it is more 
pronounced in younger people. One thing that is clear from this literature review is 
that this bias exists in a number of occupations. However, there is no research on how 
overconfident corporate treasurers are, and this research thus attempts to document 
the behaviour of overconfident working capital managers. 
 
2.7.3 Loss Aversion Bias 
Guthrie (2003) emphasizes that people are willing to take risks to avoid losses but are 
less likely or even unwilling to take risks to accumulate gains. Furthermore, Tversky 
and Kahneman (1991) believe that people tend to value losses more than gains of the 
same degree. Thaler and Johnson (1990) document the ‘house money effect’ 
whereby prior gains from investment properties make investors less risk averse, while 
prior losses make them more risk averse. Odean (1998) use prospect theory to 
explain the so-called disposition effect, which is the tendency of investors to sell their 
winners too early and to hang on to their losers for too long. This research applies 
prospect theory to the corporate world by investigating the bias in our sample of 
working capital managers. 
 
2.7.4 Representativeness Bias 
Kahneman and Tversky (1979) argue that judgements based on stereotypes, trends, 
and patterns can lead to what is known as the representativeness bias. DeBondt and 
Thaler (1985, 1987) document that winners and losers in the stock market exhibit the 
representativeness bias and such bias leads to future contrarian profits for the 
winners and losers. In other words, the losers will become the winners and the 
winners will become the losers due to the impact of the representativeness bias. 
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Johnson (1983), Kohlas (1989), and Curley and Golden (1994) show that managerial 
decision making with respect to predictions of bankruptcy, real estate management, 
and legal decisions is also prone towards this representativeness bias. However, 
there is no literature documenting its effects among corporate treasurers, and this 
study documents the outcome of such a bias, if any. 
 
2.7.5 Anchoring Bias 
Tversky and Kahneman (1974) introduced the anchoring bias, defined as a 
psychological heuristic that makes people rely too much on a particular trait and 
influences people’s probability-based decisions. Russo and Schoemaker (1992) 
examine the causes and remedies of overconfidence in decision making and show 
that the anchoring bias is a major factor in management overconfidence. Hoch 
Kunreuther, and Gunther (2004) test whether older people rely more on the anchoring 
bias, and their results indicate that older adults are more likely to exhibit anchoring 
bias. Similar to the previously described behavioural biases, no work discusses the 
impact of this bias in working capital management, and this thesis attempts to fill that 
gap. 
2.8 Education 
Meyer (1977) has created a debate about the impact of education. Two competing 
perspectives are introduced: the socialization model and the allocation model. The 
socialization model states that education can enhance people’s abilities (both 
technical and analytical) and increase their social value. However, the allocation 
model argues that education is used as a sorting device in the labour market and that 
the employer puts too much weight on educational qualifications, disregarding 
employees’ personal abilities. Graham and Harvey (2001) find that CEOs with MBAs 
perform differently from non-MBA CEOs in capital budgeting and capital structure 
decision making. This research tests if education is a determinant in working capital 
management in Australia. 
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2.9 Foreign Sales 
Bernard and Jensen (2004) investigate the productivity difference between exporting 
and non-exporting US firms and find that firms with significant foreign sales tend to 
outperform firms without foreign sales. Girma, Greenaway, and Kneller (2004) and 
Fryges (2004) also conclude similarly for the UK and Germany, respectively. 
Currently, it is unclear whether foreign sales are a determinant of working capital 
management in Australian firms, and this research aims to answer the question. 
2.10 Industry Factors 
Merville and Tavis (1973) find that the uncertainty of the wider economic environment 
is an important factor affecting working capital management policies. They argue that 
different industries respond differently to the impact of the economic environment due 
to the different natures of their operations. Previous studies5 indicate that most 
financial ratios vary across industries, for example, McCosker (2000), who examines 
the working capital performance of three European public limited companies – Tesco, 
Air Tours, and Manchester United. However, Chiou et al. (2006) show otherwise in a 
statistical analysis of determinants of working capital management. It appears a 
discussion exists among academics as to whether industry factors are a determinant 
of working capital, and this study attempts to contribute to the debate. 
2.11 Gender 
Hallahan, Faff, and McKenzie (2003) examine the relation between financial risk 
tolerance and a range of demographic characteristics widely used as a basis for 
heuristically derived estimates of investor attitudes. Characteristics such as gender, 
age, income, and wealth are determinants of risk tolerance. Chow and Riley (1992) 
and Olen and Cox (2001) suggest that women hold larger proportions of wealth in less 
                                                 
5 Some of the best know studies include Hawawini, Viallet, and Vora (1986), Kargar and Blumenthal 
(1994). 
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risky assets, and these female investors weigh risk attributes more heavily than males. 
Jianakoplos and Bernasek (1998) examine household holdings of risky assets to 
determine whether there are gender differences in financial risk taking. Using US 
sample data, they find that single women exhibit greater risk aversion in financial 
decision making than single men. However, there is also evidence (Johnson and 
Powell, 1994; Schubert, Brown, Gysler, and Brachinger, 1999) casting doubt on the 
assertion that females generally avoid risk. Gysler, Kruse, and Schubert (2002) show 
that education and experience narrow these gender differences. Working capital 
management in Australia has been predominantly a male-dominated occupation, but 
in recent years female participation has increased. Little is known, however, about 
gender differences in working capital management in Australia, and this study 
attempts to examine this issue. 
 
2.12 Size 
Horrigan (1965) discusses the effect of firm size on a company’s financial ratios. The 
author shows that firm size is negatively correlated to the short-term liquidity and 
long-term debt ratio. Peel and Wilson (1996) and Wu (2001) show that large 
companies with higher credit grades can obtain capital from the stock market more 
easily, and that is why they keep cash at a low level. On the other hand, larger 
companies usually enjoy more growth opportunities, so they need more working 
capital. Wu (2001) and Chiou et al. (2006) show that large firms tend to have more 
operating activities and working-related assets and liabilities. This research 
investigates whether size is a determinant factor of working capital management in 
Australia. 
2.13 Company Performance  
Chiou et al. (2006) examine the relations between working capital management 
efficiency, capital raising capability, and firm performance and fail to establish any. 
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Wu (2001), on the other hand, shows that working capital requirements affect firm 
performance. Perhaps this is best explained by Madhou, Ramiah, and Moosa (2011), 
who find that firms appear to mimic the capital structure of successful businesses. 
Currently, the existing literature focuses on how working capital management impacts 
on firm performance. Little is known about how firm performance influence working 
capital management and this research investigates this relation. 
2.14 Age 
Mueller, Kausler, Faherty, and Olivieri (1980), Chagnon and McKelvie (1992) and 
Trimpop (1994) argue that elderly people tend to differ from young adults in their 
decision making because of their greater risk aversion. According to Botwinick (1969), 
Wallach and Kogan (1961), and Okun (1976), such differences are mainly because 
elderly people are more sensitive to the fear of failure, which, in turn, makes them 
more cautious. Within the same literature, there is a view that elderly people also 
develop ways to cope and compensate for the changes that occur with ageing. In the 
area of working capital management, numerous changes have occurred in the last 
two decades, and currently little is known on how older working capital managers 
differ from younger ones. This study investigates this issue. 
2.15 Credit Ratings 
Consistent with agency cost theory, Guedes and Opler (1996) find that large firms 
with investment-grade credit ratings are more likely to borrow short- and long-term 
debt, while risky firms prefer borrowing mid-term debt. Stohs and Mauer (1996) find 
that high credit quality firms prefer to issue directly placed debt, such as debentures 
and commercial papers, and firms with intermediate credit ratings are more likely to 
choose bank debt as their short-term debt. Graham and Harvey (2001) argue that 
firms are usually concerned with their credit ratings, since this is a key indicator of 
financial distress. Kisgen (2004) examines the effect of credit ratings on capital 
structure decisions in the USA and suggests that firms near an upgrade or downgrade 
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of their credit rating issue less debt relative to equity than other firms. Until now no 
research has studied how credit rating affects working capital management in 
Australia, a gap this thesis attempts to fill. 
 
2.16 Listing 
Ioannis and Dimitrios (2006) argue that companies listed in the stock market have an 
incentive to present profits in order to make their shares more attractive. Contrary to 
listed firms, non listed firms have an incentive to hide profits in order to avoid tax and it 
makes them less suitable for the analysis of working capital practice based on 
financial data. Pierre (2010) shows that listed firms manage to reduce their working 
capital and tend to have higher profitability when compared to the delisted firms. He 
also finds a negative relationship between the profitability and the net trade cycle, 
debt ratio and liquidity ratio for South African listed industrial firms. However, the 
liquidity ratio and debt ratio are more important than the net trade cycle for the 
delisted companies. Schoubben and Van Hulle (2010) argue that listed firms have 
easier access to external equity financing than non listed firms and their empirical 
results reveal that listing mainly increases the flexible use of debt financing. Currently, 
little is known about how Australian listed and non-listed companies in terms of the 
performance within working capital management and this thesis attempts to contribute 
to this question. 
 
2.17 The GFC 
When US housing market peaked in mid-2006, banks and other financial institutions 
accumulated large amounts of mortgage-backed securities with differing risks. 
However, after the fall in US housing prices in 2007, a large number of homeowners 
defaulted on their mortgages, and thus mortgage-backed securities became ‘toxic 
assets’. Financial institutions faced great pressure from the high leverage that was 
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initially intended to amplify earnings but which had become a nightmare as the price 
of houses fell. This resulted in the largest bankruptcy in US history, that of Lehman 
Brothers. Several major financial institutions, including Merrill Lynch, Bank of America, 
Chase, Citibank, and AIG, faced massive liquidity problems and accepted bailouts 
from the US government. When the housing bubble burst, it triggered a liquidity 
shortfall in the US banking system that rapidly spilled over to the rest of the world 
(Masood, Aktan, and Pariente, 2010). At the start, this was referred to as the 
subprime crisis, but it eventually came to be referred to as the GFC. The liquidity 
shortfall led to a credit crunch in most developed countries, including Australia. 
 
The increasingly abundant literature on the GFC shows that this crisis spread like a 
virulent virus across the world. Hormats (2008) argues that troubled securities issued 
in the USA were sold to many financial institutions all over the world, which weakened 
the global economy. Naimy (2009) states that the US subprime crisis developed into 
an international financial crisis that damaged the financial systems of the so-called 
Gulf Cooperation Countries. The author also points out that recent bankruptcies were 
mainly due to the liquidity and credit crunch, so that to ensure a durable economic 
recovery, efficient liquidity and credit risk management should be considered by firms. 
Sinn (2008) indicates that the subprime mortgage crisis was the fourth major banking 
crisis since World War II, after the 1982 debt crisis, the late-1980s savings and loan 
crisis in the USA, and the 1997 Asian financial crisis, and by far the biggest. Xafa 
(2010) argues that the 2007 GFC is still having an impact around the world after three 
years. 
 
Working capital managers dealing with cash, debt, inventory, accounts receivable, 
and risk management were under immense pressure during the GFC. The measures 
taken during the crisis, however, are not properly documented in the literature. Harley 
(2010) argues that risk management was the most important lesson learnt from the 
GFC. Wilske (2010) declares that all kinds of businesses and professions have been 
affected by the GFC and further concludes that legal disputes due to non-payment 
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and other contract defaults rose dramatically during that period. This thesis 
investigates whether firms changed their working capital management policies in 
Australia since the GFC. 
2.18 Conclusion 
Chapter 2 reviews the existing literature on the four key areas of this research, namely, 
working capital practices, the fundamental characteristics affecting these practices, 
the behavioural biases of corporate treasurers, and the impact of the financial crisis 
on working capital management. First, we note a debate among academics as to the 
determinants of working capital. The first research question is thus whether cash, 
inventory, accounts receivable, and debt are significant determinants of working 
capital. One of the major gaps identified in the literature is the failure to incorporate 
risk as a determinant of working capital. Hence, it is important to test whether these 
five determinants affect working capital. The current literature also fails to account for 
the latest innovative approaches in working capital management, since the last study 
in Australia was carried out about two decades ago (Belt and Smith, 1991). 
 
When reviewing the literature, we note that debt and cash have been broken down 
into fundamental characteristics and that such a breakdown is not available for the 
remaining determinants. Hence, the importance of factors such as education, foreign 
sales, industry factors, gender, size, age, company performance, and credit ratings is 
explored with respect to the five determinants. 
 
The behavioural aspects of decision makers are another area that has not been 
explored in the working capital management literature. The literature review shows 
that behavioural biases such as the anchoring, representativeness, loss aversion, 
self-serving, and overconfidence biases affect managerial decisions. The implications 
for corporate treasurers have not been examined by the current literature, and our 
thesis attempts to address this issue. The GFC generally affected businesses, but this 
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thesis focuses on working capital decisions, yet another issue that has not been 
addressed by the literature. In addition, this study investigates how corporate 
treasurers have altered their approaches in cash, inventory, accounts receivable, debt, 
and risk. 
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CHAPTER 3 
METHODOLOGY 
3.1 Introduction 
The main objectives of this research are to provide a comprehensive overview of 
working capital management practices in Australian firms, the behavioural aspects of 
working capital managers, and the impact of the global financial crisis (GFC) on 
working capital management. This research is motivated by the lack of academic 
evidence on working capital management in Australia and the interest of the Finance 
and Treasury Association (FTA) of Australia in promoting academic research in the 
area. A survey of companies listed on the Australian Stock Exchange (ASX) is 
deemed to be an appropriate method to address the aims of this study. 
 
The survey carried out in this research is in alignment with and extends the literature 
in the field. In particular, it draws from the surveys of Belt and Smith (1989) and 
Graham and Harvey (2001). Its specific purpose is to document the new working 
capital management practices that the current working capital literature fails to 
consider, particularly issues raised during the last two decades. Prior to the survey, 
interviews with corporate treasurers are conducted to capture these contemporary 
working capital practices. In addition to a fundamental analysis of working capital 
management, this research explores the behavioural aspects of working capital 
managers. 
 
The scope of this survey differs in a number of aspects from existing academic 
surveys of working capital management. For instance, general information from both 
corporate treasurers and companies is examined, whereas prior studies only look at 
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company data. In addition, a wider range of working capital management practices is 
examined compared to earlier works, which are limited to specific areas. Risk 
management is one of the innovative aspects of this research. Corporate treasurers’ 
opinions about certain factors that affect their decisions and abilities in working capital 
management are also considered. Moreover, this survey employs some behavioural 
questions to identify the behavioural biases of corporate treasurers. Last but not least, 
this thesis contributes to the discussion on the impact of the GFC. 
 
The purpose of this chapter is to discuss the methodology used in this research. The 
following section outlines the research objectives of the survey. Section 3.3 discusses 
the research method. Section 3.4 discusses the data analysis. A summary of this 
chapter is presented in Section 3.5. 
3.2 Research Objectives 
This research is carried out to achieve a number of objectives, with the main aim of 
examining and evaluating the theory and practice of working capital management in 
Australian companies. Specifically, structural changes in Australian working capital 
management are investigated. In an effort to reflect current practices in working 
capital management, interviews of corporate treasurers are conducted. One of the 
major conclusions that can be drawn from these interviews is that, in addition to the 
traditional four components of working capital management – that is, cash, inventory, 
accounts receivable, and debt management – risk management is the fifth arm in 
working capital management. As a result, the first goal of this study is to test if this is 
general practice in Australian organizations. A review of the literature (see Chapter 2) 
shows that factors such as size, firm performance, industry and age, gender, 
education of the working capital manager may affect managerial decisions (see Fig. 
3.1). The second objective of this research is to test how these fundamental factors 
affect working capital practices. 
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Fig. 3.1 Fundamental factors that can affect working capital management. 
 
Third, this work aims to provide evidence on the importance of the behavioural 
aspects of corporate treasurers in working capital management and, following the 
discussion in Chapter 2, investigates the consequences of behavioural biases in 
decision making. It should be noted that this is one of the major gaps identified in the 
literature. This study initially investigates whether Australian corporate treasurers are 
prone towards five different behavioural biases, namely, the loss aversion, 
overconfidence, representativeness, anchoring, and self-serving biases. It then 
examines how various components of working capital – that is, cash, inventory, 
accounts receivable, debt, and risk – are affected by these behavioural biases (see 
Fig. 3.2). The intention is to profile a good working capital manager. 
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Fig. 3.2 Various behavioural biases that can affect working capital management. 
 
The last major objective of this research is to investigate how corporate treasurers 
reacted during the recent GFC.  
 
3.3 Research Method 
To achieve these different objectives, a number of research methodologies are 
adopted. In an effort to align the current literature with current practices, a number of 
meetings with practitioners were undertaken, including the FTA conference on 10 
April 2008, meetings with corporate treasurers, and interviews with working capital 
managers. The information gathered in these meetings was combined with the 
existing literature to design a survey questionnaire. The first draft of the questionnaire 
(see Table 3.1) was pilot-tested and, based on the feedback, a final questionnaire 
was designed. These survey questionnaires were sent to Australian working capital 
managers via the postal service and by email. To increase participation, online 
questionnaires and follow-up emails were implemented. The data from the survey 
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were gathered and processed. As a robustness test, the ordinal regression model was 
used. 
3.3.1 Meeting with Practitioners 
FTA 
One of the goals of the Australian Centre for Financial Studies (previously known as 
the Melbourne Centre for Financial Studies) is to bridge the gap between academic 
and industry research. The centre develops links with the industry, and vice versa. In 
2007, the centre organised a meeting for academics in Melbourne with the CEO of the 
FTA, G. James Hewton. In that meeting, Hewton discussed the need for research in 
working capital management and explained the lack of interest of academics in this 
area. In an effort to increase research in this field, the FTA proposed to offer its 
assistance to researchers in the field. As a result, its staff members and members of 
the organization (predominantly the corporate treasurers of large organizations) 
assisted this research in explaining the different practices in working capital 
management. 
FTA conference 
On 10 April 2008, the FTA held a one-day conference in Sydney sponsored by the 
ANZ Bank on developments in working capital management. The conference 
provided a platform between banks and corporate treasurers to exchange their 
perceptions and experiences on recent changes in working capital management. 
During this conference, auditing firms such as Ernst & Young and KPMG, financial 
institutions such as the ANZ Bank and PrimeRevenue, and corporate treasurers from 
different industries shared their successful practical experience in working capital 
management. Over 50% of the conference attendees were from banks, predominantly 
the ANZ and the National Australia Bank. This is in alignment with ANZ’s new strategy 
of providing working capital managers corporate advice and services. One reassuring 
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aspect was that a number of the concepts discussed were taught at the university 
level. One important feature learnt in the conference was that the academic literature 
in the field does not discuss a number of these developments. Some of the new 
working capital practices are introduced in Section 2.1.2 of this thesis. Other elements 
not discussed earlier and identified at the conference are covered in the following 
subsections. 
 
3.3.1.1 Tendering for bank services 
Firms can tender for bank services, since they may want to choose a bank that has 
the following attributes: global capacity and the ability to service needs, technological 
innovation and efficient solutions, experienced relationship managers, a coordinated 
relationship approach, and a proactive approach to resolving issues. With a tender for 
bank services, firms can also negotiate charges, depending on transaction volume 
and concentration, transaction method, and the fee value and strategic importance to 
the bank. Firms can evaluate their tender service by clarifying fee methods and 
transaction descriptions, comparing charges across transaction types, validating their 
costing strategies with banks, and seeking clarification when they think a particular 
fee is too high or out of alignment with other quotations. 
 
3.3.1.2 Meeting payments in a timely manner 
One of the presenters discussed the situation where corporate treasurers do not take 
advantage of their payable terms. If they have 60 days to pay for an invoice, they 
generally pay well in advance, that is, they tend to pay within around 30 days. Clearly 
this shows inefficiency in the financing side in terms of opportunity costs. The 
explanation given for this behaviour is that managers adopt a principle of meeting 
their payments in a timely manner, some of these invoices are small in value, 
managers fear penalties for late payments, or it is simply a firm’s policy to pay within 
its internal time frame. 
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3.3.1.3 Reducing time frames/error margins 
Firms may choose to use specific software or even design their own software in cash 
management due to the benefits of automation. The adoption of such practices falls 
under the heading of reducing time frames and error margins. Software developers in 
this area must ensure that these programmes are cost effective and easy to use and 
can be tailor-made to the client’s specific requirements. The software must be 
compatible with existing systems and, more importantly, the cash management 
process must be transparent. A good example of such a technique is the enterprise 
resource planning (ERP) system introduced in the literature review of this thesis. 
 
3.3.1.4 Emergency liquidity reserves 
During the GFC period, short-term credit markets were severely disrupted and 
liquidity risk became one of the major concerns for most corporate treasurers. In 
response, many governments around the world implemented new and unconventional 
facilities to help restore liquidity. Similarly, to avoid financial distress or bankruptcy, 
firms choose to keep a certain amount of money in their account as emergency 
liquidity reserves in their day-to-day cash management. 
 
3.3.1.5 Account structure/set-offs 
Account structure/set-offs implies that working capital managers determine the 
appropriate bank account structure, investigate bank interest rate set-offs, negotiate 
fair rates based off the market, and monitor all fees and rates. 
 
3.3.1.6 Minimizing float 
When managers pay using cheques or an electronic system, their accounts do not get 
deducted on the same day, and the time elapsed until the funds are released is known 
as the float. Astute financial managers who are confident in their forecasts take 
advantage of this float by overpaying their creditors, which is a risky strategy. It is 
common practice to use this float and, with the credit crunch, financial managers have 
been under pressure to minimise such behaviour. 
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This research investigates the application of the above techniques. 
 
Interviews 
As mentioned in previous sections, formal interviews of corporate treasurers were 
conducted from March 2008 to May 2008 in an effort to bridge the gap between the 
academic world and practice. Before each interview, a cover letter and a plain 
language statement were shown to the participants to explain the purposes and 
procedures of the interview and also the rights, risks, and benefits of the participants 
(see Tables 3.2 and 3.3 for a copy of the cover letter and the plain language 
statement). During the interviews, participants were required to answer a maximum of 
12 questions in certain areas of working capital management, including cash 
management, inventory management, accounts receivable, and debt management. 
The interview duration was to be approximately one hour and it was audiotaped. 
Participants had the right to request that taping cease at any stage during the 
interview and they could opt not to answer any question. However, the first interviews 
went beyond one hour, since there were so many new concepts to learn. The longest 
interview lasted four hours. 
 
As a token of good faith, the participants were invited for lunch at a restaurant close to 
Melbourne’s financial centre (Collin Street). Some of them preferred to conduct the 
interview in a quiet room and others preferred the interviews to be conducted over 
lunch. The responses of the interviews are anonymous and participants will not be 
identified at any stage of the research. This was the agreement made with the 
participants, since they did not want to release their business strategies to the general 
public. There were no perceived risks outside the participants’ normal day-to-day 
activities. Participants also had the right to withdraw from participation at any time 
without prejudice and to not answer any question at any time. 
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A maximum of 20 FTA corporate treasurers were targeted as interviewees; however, 
only 10 were interviewed in the end. Considerable knowledge about modern working 
capital management practices and techniques was accumulated from the initial 
interviews. However, after eight interviews it was hard to obtain new material, since 
there were duplications. After 10 interviews no major value was added and it was 
decided (by my supervisors and myself) to stop conducting interviews. All the 
information gathered from these interviews was used to design the questionnaire. 
Ethics approval 
It should be noted that prior to the interviews of corporate treasurers, ethics approval 
was granted by the Human Research Ethics Committee of the Royal Melbourne 
Institute of Technology (RMIT). Any research that involves interactions with human 
participants must apply for permission. The application for ethics approval was sent to 
the RMIT Human Research Ethics Committee 30 working days prior to the formal 
interviews. The project classification was identified as Risk Level 2 from an 
assessment of the level of risk to participants according to the Risk Classification of 
Research Projects guidelines. The application form was completed by clearly 
specifying the project particulars, as follows: 
(1) Title of project, project description, research timetable, research funding 
(2) Details of participants (characteristics of participants, source of participants, 
means by which participants are to be recruited, and relationship between participants 
and investors) 
(3) Estimation of potential risk to participants and project classification (identify the 
project classification, explain reasons for the classification, and detail any other 
ethical issues) 
(4) Informed consent (a copy of the letter, in Table 3.2; the plain language statement 
to participants, in Table 3.3; and a copy of the consent form, in Table 3.4) 
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(5) Research involving the collection, use, or disclosure of information (type of activity 
proposed, collection of information, use, or disclosure of information about individuals) 
(6) Other issues (compensation to participants, interview location, whether this 
application is being submitted to another human research ethics committee, the 
confidentiality and security of the data collected, and potential adverse events) 
 
The same approval was used to conduct the survey. 
3.3.2 Designing the Survey Questionnaire 
A survey is a very appropriate method for this research. According to Linsky (1975), 
the mail survey is a popular research method in many disciplines, such as psychology, 
sociology, and business, due to its ability to gather data from large samples and at a 
relatively low cost. However, Yu and Cooper (1983) argue that the advantages of 
using a mail survey are often offset by the non-response bias. Other studies discuss 
various strategies that can be adopted to reduce the non-response bias. Linsky (1975) 
classifies three factors – mechanical, perceptual, and motivational – for stimulating 
response rate. Mechanical methods involve preliminary notification and follow-up, and 
are regarded as effective techniques to encourage targeted participants to respond 
(see Linsky, 1975; Duncan, 1979; Yu and Cooper, 1983). Motivational methods such 
as enclosing monetary incentives are the most effective (Linsky, 1975; Duncan, 1979; 
Yu and Cooper, 1983; Jobber, 1986). Linsky (1975) and Jobber (1986) argue that a 
perceptual method that entails providing a stamped return envelope is also effective. 
Greer, Chuchinprakarn, and Seshadri (2000) show that an offer of the research 
results, well-structured and short questionnaires, and the assurance of anonymity are 
also favoured by participants. These authors also suggest that business executives 
prefer close-ended questions rather than open-ended ones. After a careful review of 
the literature above, some of these response inducement techniques were adopted in 
our survey. 
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3.3.3 Question Design 
The first step of this study is to design the questionnaire, and asking the right 
questions is vital for this survey. The questions are set to meet the research 
objectives presented in Section 3.2. Questions are asked in four main categories: 
general participant information, working capital practices, identification of behavioural 
biases, and policies with respect to the GFC. Each question was developed 
subsequent to an extensive review of the literature and information gathered from the 
FTA conference and formal interviews. Both open-ended and close-ended questions 
were adopted. According to Greer et al. (2000), business executives prefer to answer 
close-ended questions. Sudman and Bradburn (1982) also note that open-ended 
questions take longer and require greater effort to complete. To reduce the time and 
effort required to complete the questionnaire, most of the questions in the survey were 
close-ended. As mentioned previously, the questionnaire covered four main topics. 
Open-ended questions only appear in the GFC section of the survey, since it allows 
respondents to fully express their experiences and perceptions regarding the impacts 
of the GFC. Respondents were asked whether their firms modified their strategies 
with respect to each component of working capital management and to briefly specify 
any changes, if applicable to their companies. 
 
Most working capital management questions were designed based on the theories 
and practices from the literature presented in Chapter 2, as well as feedback from 
interviews and the FTA conference. Respondents were asked to make more than one 
selection, if applicable, for the practices and techniques they adopted in day-to-day 
working capital management. They were also asked to rate the importance of the 
factors that affect their working capital management decisions on a five-point Likert 
scale, where 0 stands for ‘not important’ and 4 stands for ‘very important’. To touch on 
new working capital management approaches, participants were asked to choose 
whether their firms adopted any of the following policies. 
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(1) Emphasize the importance of working capital within the organization 
(2) Put in place structure, governance, and dedicated resources 
(3) Understand and design performance drivers 
(4) Have goal setting approaches 
(5) Embed with change management 
(6) Outperform industry average targets 
 
Participants were also asked to choose key value metrics, namely, net working capital, 
return on investment, risk management, net cash conversion cycles, benchmarks 
against competition, and weighted average capital costs for their firms. Working 
capital management methods such as rollover agreements, term sheets, and the use 
of collection agencies, securitization, outsourcing, and factoring were also examined 
(see Questions 3 to 5 in Table 3.7 for a copy of the above three questions). After 
some general questions on working capital management, more specific questions 
were designed based on each subcategory of working capital management. Not all 
companies deal with all the different components of working capital and, as such, 
respondents were asked to skip any working capital management component section 
that was not applicable to their companies. 
 
While Belt and Smith’s (1991) investigation of cash management in Australia only 
focuses on the float and cash flow, this research provided more choices for 
participants by concluding the approaches mentioned in previous literatures and 
interviews. Participants were asked to indicate the cash management approaches 
used by their company, such as managing cash through netting, managing cash 
through leading and lagging, diversifying bank transactions, streamlining bank 
relationships (e.g., with PrimeRevenue’s online platform), centralizing cash 
management decisions, policies on key liquidity parameters (e.g., cash, equity, 
dividend forecasting), meeting payments in a timely manner, emergency liquidity 
reserves, account structure/set-offs, minimizing float, tendering for banking services, 
and reducing time frames/error margins. They were also asked to rate the importance 
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of the following factors in cash management decisions: foreign exchange rates, 
inflation level, liquidity on security markets, efficient financial systems, technological 
advances, market regulations, interest rates, financial/banking environment, 
economic environment, and security costs. 
 
Only limited inventory management approaches such as just in time were investigated 
by Belt and Smith (1991). This research, however, examines five more options: 
material requirement planning, sales forecasting, inventory models (economic order 
quantity, economic production quantity, etc.), ERP systems, and supply chain 
management. According to Asselbergh (1999), firms are willing to use accounts 
receivable rather than cash for financial motives, price motives, transaction motives, 
operating motives, and tax-based motives. To test for these motives in Australia, 
participants were asked to choose the factors that motivated their firms to use 
accounts receivable rather than cash. By considering the possibility of a company that 
only uses cash rather than accounts receivable, an additional option, ‘N/A’, was 
available. As discussed in Section 2.5 in the literature review, Modigliani (1982) 
proffers the trade-off theory between the benefit and cost of debt, while Myers and 
Majluf (1984) produce pecking order theory to explain the tendency to rely on internal 
funds and the preference for debt over equity. To test whether the pecking order or 
trade-off theory holds in Australia and whether other aspects of debt management are 
used, the respondents were asked to rate the importance of the following factors in 
their debt decisions: 
(1) The tax advantage of interest deductibility 
(2) The potential costs of bankruptcy, near-bankruptcy, or financial distress 
(3) The debt levels of other firms in their industry 
(4) Credit ratings 
(5) The transactions costs and fees for issuing debt 
(6) Financial flexibility 
(7) The volatility of earnings and cash flows 
(8) The core debt level fluctuates with seasonal or other aspects of the business 
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(9) Limit debt so their customers / suppliers are not worried about their firm going out 
of business 
(10) Issue debt when their internal funds are not sufficient 
(11) Issue debt when interest rates are particularly low 
(12) Use debt when their equity is undervalued 
(13) Diversify their debts due to risk concerns 
 
These questions related to debt were designed based on Graham and Harvey (2001), 
and permission was granted for duplicating their survey questions. Participants were 
also asked to choose their preferred funding sources, namely, overdraft/line of credit, 
money market, cash advances, bank bills, bonds, debentures, term loans, and 
company stock. 
 
As mentioned in Section 2.1.1, the importance of different financial risks varies over 
time. In a financial crisis period, it is important for working capital managers to know 
the importance of risk factors. Thus, respondents were asked to rate the importance 
of financial risk management functions such as cash and liquidity risk, interest rate 
risk, credit risk, operational risk, foreign exchange risk, and political risk in their 
companies. 
 
As discussed in Chapter 2, factors such as gender, age and education of the working 
capital manager, industry, size, foreign sales, listing, and credit rating can affect 
people’s decisions or performance in many different contexts. To investigate the 
factors that affect working capital management, the general information on the 
participants and their companies was examined. General questions were designed 
following Graham and Harvey (2001), and proper adjustments were made to apply to 
Australian society (see Question 1 in Table 3.7 for a copy of the general information 
questions). There were four categories for the age variable (from below 40 to above 
60) and five levels of education (from below undergraduate to doctorate). Companies 
were classified as ASX listed, overseas listed, or non-listed. Global Industry 
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Classification Standard (GICS) guidelines were followed to group firms into industries. 
A total of 10 industries were identified, and participants were given an additional 
choice of ‘other’ if they felt their company did not fit into any of these. The size of the 
company was determined by both annual revenue (which varied from below $24 
million to more than $5 billion) and the number of employees (from under 100 to more 
than 10,000). To test if a company has foreign exposure, respondents were asked to 
choose between four levels of foreign sales. Additional general information about the 
company was gathered, including credit rating, gender of the participant, and the 
general state of the company. The credit rating scale in this research varied from AAA 
to below CC, and participants could be split into an investment group (companies with 
credit ratings above BBB) and a non-investment group (companies with credit ratings 
below BBB). There were four categories for the company’s general state: outstanding, 
strong, at industry average, and underperforming. 
 
Behavioural bias identification questions were designed by reviewing the behavioural 
finance literature presented in Chapter 2. However, no previous paradigm has ever 
applied behavioural biases to working capital management. The identification of 
behavioural biases in working capital management is a unique contribution of this 
research. The follow sections explain the principles of designing behavioural 
identification questions. 
 
3.3.3.1 Self-serving bias question design 
Miller and Ross (1975) argue that people tend to attribute their successes to internal 
or personal factors but blame their failures to external factors, which are beyond their 
control. Based on these authors’ definition of the self-serving bias, two questions 
about success and failure were developed to identify the self-serving bias. To 
increase the accuracy of the survey, the two questions were placed within the 
questionnaire so that the respondents had limited opportunity to discover the purpose 
of the test. 
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Respondents were asked to rate the extent to which they blame their own financial 
policy and external factors when their firm is in financial distress on a five-point Likert 
scale, where 0 stands for ‘not at all’ and 4 stands for ‘very much’ (see Question 21 in 
Table 3.7). External factors were proxied by economic environment. The respondents 
were also asked how much they attribute financial performance to external factors on 
the same five-point scale (see Question 26 in Table 3.7). If a respondent selects 3 or 
4 for the economic environment when their firm is in financial distress and 3 or 4 for 
their own financial policy in times of good financial performance, the respondent is 
exhibiting the self-serving bias (Miller and Ross, 1975). Similarly, if respondents rate 0, 
1, or 2 under the above situations, one can conclude that they are not prone to the 
self-serving bias. People who gave other combinations of the ratings fall under 
another group, namely, ‘others’ (see Fig. 3.3). 
 
Figure 3.3 shows that the sample is split into three groups: self-serving bias, no 
self-serving bias, and others (the remainder). 
 
 
 Failure is attributed to 
external factors 
Success is attributed 
to internal factors Self-serving bias (Miller and Ross, 
1975) 
 Self-Serving Bias 
Questions 21b 26a 
Expected value 3 or 4 3 or 4 
 No Self-Serving Bias 
Questions 21b 26a 
Expected value Either 0, 1, or 2 Either 0, 1, or 2 
 Others 
Questions 21b 26a 
Expected value Any Other Combination Any Other Combination
Fig. 3.3 Self-serving bias question design. 
 
3.3.3.2 Overconfidence bias question design 
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Frank (1935) finds that people tend to overestimate their ability to do well on tasks, 
and these overestimates increase with the personal importance of the task. According 
to the author’s definition, a self-evaluation question was designed to capture the 
overconfidence bias. Respondents were asked to evaluate their confidence in 
decision making when their firm’s performance is strong. As for the self-serving bias, 
a five-point Likert scale is used, where 0 stands for ‘not at all confident’ and 4 stands 
for ‘extremely confident’ (see Question 25 in Table 3.7). If respondents rate 4 in their 
confidence level, it can identify that they are prone to the overconfidence bias. 
Similarly, if respondents rate 0, 1, or 2 in the same circumstances, one can conclude 
that they do not exhibit any overconfidence bias. Those who rate 3 fall under another 
group, namely, ‘others’ (see Fig. 3.4). 
 
Figure 3.4 shows that the sample is split into three groups: overconfidence bias, no 
overconfidence bias, and others (the remainder). 
 
Overconfidence Bias (Frank, 1935)     
 Overconfidence Bias 
Questions 25 
Expected value 4 
 No Overconfidence Bias 
Questions 25 
Expected value Either 0, 1, or 2 
 Others 
Questions 25 
Expected value 3 
Fig. 3.4 Overconfidence bias question design. 
 
3.3.3.3 Anchoring and representativeness bias question design 
Tversky and Kahneman (1974) introduced the anchoring bias, defining it as a 
psychological heuristic that makes people rely too much on a trait that influences 
people’s decisions when they access probabilities. The representativeness bias is 
similar to the anchoring bias and is more like the long run of the anchoring bias. The 
questions are designed to capture any such bias in working capital managers. 
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According to the definition given by Tversky and Kahneman (1974), respondents were 
presented with two scenarios under specified conditions to identify the anchoring 
(representativeness) bias. Given that these managers deal with sales, questions were 
designed to reflect a normal working day decision. A scenario was presented to the 
respondents and they had to describe how they would have reacted in such an 
environment. The scenario assumed that the respondent made credit sales to a low 
credit rating company A, which has paid on time. The respondents were then asked to 
indicate their likelihood of providing credit to the same company A or another low 
credit rating company in the future on a five-point Likert scale, where 0 means ‘not at 
all likely’ and 4 ‘extremely likely’ (see Question 23 in Table 3.7). The analysis 
compared the two scenarios: If respondents rated 3 or 4 for the same company A 
while giving the same high rating to another low credit rating company, they could be 
prone to the anchoring (representativeness) bias, because low rating companies are 
more likely to default, an indication not to provide any credit. However, if respondents 
decided to overlook that credit rating factor and then override this negative signal 
based on a good recent payment history, this person could be prone towards the 
representativeness bias. In a similar manner, if the respondent selected 0, 1, or 2 
under the above circumstances, it can be concluded that they do not exhibit any 
anchoring or representativeness bias. Any other combinations of the ratings fall under 
another group, ‘others’ Figure 3.5 shows that the sample is split into three groups: 
anchoring bias, no anchoring bias, and others (the remainder). 
 
Anchoring (Tversky and Kahneman, 1974) 
 Anchoring Bias 
Questions 23a 23b 
Expected value 3 or 4 3 or 4 
 No Anchoring Bias 
Questions 23a 23b 
Expected value Either 0, 1 or 2 Either 0, 1 or 2 
 Others 
Questions 23a 23b 
Expected value Any Other Combination Any Other Combination 
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Fig. 3.5 Anchoring bias question design. 
 
3.3.3.4 Loss aversion bias question design 
Kahneman and Tversky (1979) introduced prospect theory, which refers to the 
tendency of people to prefer avoiding losses over than acquiring gains. Later, Tversky 
and Kahneman (1991) show that for the same amount of losses and gains, people will 
feel the pain of loss more deeply than the happiness of gains. Two matched questions 
about gains and losses were developed according to the authors to identify the loss 
aversion bias. To increase the survey’s accuracy, these two questions were placed 
within the questionnaire so that the respondents would not readily be able to discover 
the purpose of the test. 
 
Respondents were asked to indicate how pleased or upset they would be if they 
gained or lost a certain amount of money. The magnitude of the amount is important, 
since it is viewed differently by firms of different sizes. Instead of a dollar value for the 
gain or losses, they were given a percentage. For instance, instead of asking them 
about a profit of $200,000, they were asked about a profit of 20% of their sales 
revenue. Analogous to the previous behavioural bias identification questions, a 
five-point Likert scale rating was used, where 0 stands for ‘not at all’ and 4 ‘very much’ 
(see Questions 24 and 28 in Table 3.7). Three scenarios were given, with ‘10% of 
your sales revenue’, ‘20% of your sales revenue’, and ‘30% of your sales revenue’. 
One question (Question 24) applied the percentages to a loss situation, while 
Question 28 referred to a profit-making situation. If the happiness incurred in each 
winning scenario is less than the pain for the corresponding loss scenario, one can 
conclude that participants exhibit the loss aversion bias. If this was not the case, 
participants were not prone to such behavioural bias. Any other combination of 
possibilities was categorized in another group, namely, ‘others’ (see Fig. 3.6). 
 
Figure 3.6 shows that the sample is split into three groups: loss aversion bias, no loss 
aversion bias, and others (the remainder). 
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Loss Aversion Bias (Tversky and Kahneman, 1991) 
 Loss Aversion Bias 
Questions 24a–28a 24b–28b 24c–28c 
Expected value > 0 > 0 > 0 
 No Loss Aversion Bias 
Questions 24a–28a 24b–28b 24c–28c 
Expected value ≤ 0 ≤ 0 ≤ 0 
 Others 
Questions 24a–28a 24b–28b 24c–28c 
Expected value Any Other Combinations 
Fig. 3.6 Loss aversion bias question design. 
 
3.3.5 Pilot Test 
The target audience in this research was approximately 2,000 corporate treasurers. 
Due to printing, postal, and time costs, a trial run of procedures and instruments in a 
small group of the sample was necessary to avoid costly mistakes. Another purpose 
of the pilot test was to verify whether the questionnaire was well formulated in terms of 
clarity, timeliness, and difficulty. It also showed whether the data collected could be 
analysed. 
 
McIntire and Miller (2007) argue that developers normally write at least twice as many 
test items as they require for the final test to have more items to choose from when 
determining the best questions in the final version. The draft questionnaire contained 
38 questions and was six pages long. A pilot test was developed by using the 
penultimate version of the survey on a sample of 15 academics at the RMIT School of 
Economics, Finance and Marketing. These academics were selected because they 
had exposure to working capital practices. 
 
The response rate was approximately 60% and it was observed that an average of 40 
minutes was required to complete the survey. The respondents complained about the 
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length of the survey. Based on this feedback, a revised version was generated. The 
primary tasks were to write in a brief and concise manner, eliminate duplication, and 
prioritise questions of greater significance. 
3.3.6 The Questionnaire 
The final version of the survey contained a cover letter, a plain language statement, 
and a questionnaire. The questionnaire contained 29 questions and required an 
estimated completion time of 15 minutes (see Table 3.4 for a copy of the survey 
questionnaire). The last step in designing the questionnaire was to send the revised 
version to a professional proofreader at Eyespy Proofreading. 
 
Bezhani (2010) argues that online questionnaires make the participation process 
more efficient by reducing the reply process, since it omits the need for the 
participants to mail back their feedback. Truell, Bartlett, and Alexander (2002) 
investigate the differences in response speed, response rate, and response 
completeness between an online questionnaire and a mail survey and find that the 
response speed of the online questionnaire is significantly faster than for the mail 
survey. The authors also show that the response completeness for the online survey 
is significantly higher than for the mail survey, and they find no significant difference 
between the responses for the two data collection methods. When these findings are 
combined with the benefits of mechanical methods, the next logical step is to design 
an online questionnaire in an effort to increase the participation rate. The online 
questionnaire was made available to participants via a link included in the survey’s 
cover letter. Note that the cover letter was sent both electronically and by mail. 
 
An online questionnaire was created with the help of David Holinger, who was the 
webmaster in the office of the Pro Vice-Chancellor (Business) at RMIT University. The 
online questionnaire was briefly introduced before the first actual survey question was 
given. A plain language statement for the research was also available. The online 
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questionnaire was placed on RMIT’s website at 
http://www.rmit.edu.au/bus/ecofin/working_capital, and the results of the online 
survey were designed to be sent directly to the researcher’s email address, 
yilang.zhao@student.rmit.edu.au. Before this survey was administered to the 
participants, the online questionnaire was field-tested over 25 times. Minor changes 
and spelling and grammar corrections were made to the instrument. 
 
After finalizing the questionnaire and the online questionnaire, the research sample 
was identified. 
3.3.7 Sample Selection 
The targeted respondents were corporate treasurers or working capital managers in 
Australian organizations, all high-level executive members. Motivating such 
executives to participate in studies is a real challenge, as reported by Graham and 
Harvey (2001). In an effort to increase participation, around 1,800 ASX-listed firms 
were targeted. The questionnaire was personally addressed to the working capital 
manager within the organization. The names and locations of these individuals are 
available on the ASX website, but there were a few discrepancies. For instance, the 
head office could have changed location or there might be a new corporate treasurer. 
To ensure that the information provided on the ASX website was accurate, Google’s 
search engine was used to confirm the information. The contact details included name, 
position, company name, and mailing and email addresses. Furthermore, the FTA 
sent the survey on our behalf to their database of about 250 Australian corporate 
treasurers. It should be noted that these 250 members were corporate treasurers for 
large organizations and that some of them worked for non-listed companies as well. 
Duplication was avoided by asking the participants not to respond twice. After all the 
contact details were collected, the survey questionnaire was mailed to the 
abovementioned people. Follow-up emails and online questionnaire links were sent to 
their email accounts. 
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3.3.8 Delivery and Response 
A survey package containing a cover letter, a plain language statement, the 
questionnaire, and a reply-paid envelope was distributed to 1,784 ASX-listed 
companies and 237 FTA members in March 2009 by the RMIT mailing system. These 
questionnaires were intended to be mailed in December6 2008; however, there was 
an unpredicted delay due to technical reasons concerning arranging the reply-paid 
facilities. Consequently, these questionnaires were launched three months after the 
initial expected date. In an effort to increase the response rate, a follow-up email was 
sent two weeks after the first round was distributed. In all correspondence, the 
targeted audience was informed about the possibility of completing the questionnaire 
on the online platform. The reply deadline was set to 30 April 2009. Although an 
enclosed monetary incentive has been shown to be the most important technique to 
induce a response, there were no monetary resources to compensate the 
respondents. Nevertheless, they were promised a copy of the survey results if they 
wanted. According to Dilliman (2000) and Greer et al. (2000), this is another 
motivational technique to encourage responses. 
 
Figure 3.7 shows that 150 surveys were returned by mail and 23 surveys were taken 
online. In 53 of these 173 responses, managers expressed their reluctance to 
participate, giving a response rate of just under 9%. Given the length of the 
questionnaire (requiring 15 minutes to finish) and the target respondents (high-level 
executives), this response rate is deemed acceptable. It is also comparable to that of 
other recent academic surveys. For example, Graham and Harvey (2001) surveyed 
4,400 chief financial officers (CFOs), for a response rate of nearly 9%, and Trahan 
and Gitman (1995) obtained a 12% response rate in a survey mailed to 700 CFOs.  
 
 Response No Total Response rate 
Mail 107 43 150 7.42% 
                                                 
6 December is a month of celebration in Australia, because of Christmas and New Year, and researchers 
should be aware of the delays involved around this period.  
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Online 13 10 23 1.14% 
Fig. 3.7 The response rates of the mail survey and online questionnaire. No means 
that the respondent replied but was reluctant to participate 
 
This survey finds that the mail response is higher than the online questionnaire 
response, consistent with the findings of Bachmann, Elfrink, and Vazzana (1996), 
Kittleson (1995), Mavis and Brocato (1998), and Weible and Wallace (1998).  
3.3.9 Data Confidentiality  
All the data collected remain confidential. Managers agreed to participate in this study 
as long as the response is anonymous and no effort is made to link the response to 
the company. With this degree of confidentiality, we can publish the results of our 
survey. 
3.3.10 Data Security  
The security of the data was based on RMIT’s data security requirements. 
Participants were aware of the details of the research, the reason their information 
was needed, and how their information was going to be safely kept. Both interviews 
and questionnaires were implemented until their permissions were granted. People 
volunteered to participate and no sensitive or personal questions were asked of them. 
 
The data will be retained for five years after the completion of the project. All the paper 
records will be shredded and placed in a security recycle bin and the electronic data 
will be deleted/destroyed in a secure manner. 
 
All hard data will be kept in a locked filing cabinet and soft data in a 
password-protected computer in the office of the principal supervisor in the RMIT 
School of Economics, Finance and Marketing. This location is currently the office of 
Dr Vikash Ramiah, located in Building 108.12.007 at 239 Bourke Street, Melbourne, 
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Victoria 3000. Data will be saved on the university network system where practical 
(since the system provides a high level of manageable security and data integrity, 
secure remote access, and regular backups). Only the investigator(s) will have 
access to the data. 
3.4 Data analysis 
Quantitative methods are used in this research to analyse the survey responses, 
including t-test statistics to determine the strength of differences in means and a 
sample z-test for proportions. For questions where the proportion of respondents is 
estimated, t-test statistics are used to determine whether the average value is 
statistically different from zero. For questions using a five-point scale to indicate the 
importance of certain factors, t-test statistics are used to test if the average value is 
statistically different from 2 (0 means ‘not at all important’ and 4 means ‘very 
important’). The graphical displays of the results were created in Microsoft Excel by 
using a histogram. In an attempt to test differences between means, the corporate 
treasurers' responses were sorted into groups by either fundamental factors or 
behavioural biases. A t-test for the differences between means is used. The following 
sections discuss the other statistical techniques adopted in this research. 
 
Equation 3.1 is the formula for an independent one-sample t-test of the null 
hypothesis that the population mean is equal to a specified value μ: 
 
                 (3.1) 
 
 
where s is the sample standard deviation, n is the sample size, and x  is the sample 
mean. 
 
Equation 3.2 is the formula for an unpaired two-sample t-test of whether the 
population means are different: 
 
ns
xt μ−=
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                 (3.2) 
 
where s1, n1, and 1x  are the standard deviation, size, and mean, respectively, of the 
first group and s2, n2, and 2x  are the standard deviation, size, and mean, 
respectively, of the second group. 
 
Equation 3.3 is the formula of one sample z-test for proportions: 
 
                                                  (3.3) 
where p0 is the hypothesized population proportion, n is the sample size and p hat is 
the sample proportion. 
3.4.1 Confidence Interval (CI) 
The average technique discussed above only provides a one-point estimate, which 
may not be sufficient to make a good prediction about the population parameters. A CI 
is thus estimated in this research. Figure 3.8 shows an example of an unknown 
population mean that lies between an upper confidence limit and a lower confidence 
limit at a certain confidence level. The level of confidence is the probability that the 
unknown population parameter falls within a specific interval and is denoted by 
(1 - α)%. A very common type of CI is the 95% CI, although other levels of confidence 
(0 < x% < 100) are also possible. Cumming and Finch (2001) argue that the CI not 
only provides point estimates (e.g., means, medians, effect sizes) but also interval 
estimates of the reliability in a given point estimate. However, Kieffer, Reese, and 
Thompson (2001) and Byrd (2007) argue that researchers tend to ignore the benefit 
of using CIs in data analysis. 
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Fig. 3.8 An example of a CI. 
 
Equation 3.4 is used to calculate the CI: 
 
    (3.4) 
 
 
This formula requires only four pieces of information, namely, the appropriate z value 
(zα/2, where α is the probability that the parameter is not within the interval), each 
observed standard deviation σ, the sample mean x , and the sample size n. 
 
This research uses a 95% confidence level so that the formula above can be 
transformed into Equation 3.5 in computing the CIs: 
 
                                           (3.5) 
 
The graphical displays of the CIs were generated in Excel by using the stock option 
within the Chart Wizard and inserting the upper bounds, lower bounds, and means of 
the CIs corresponding to the high, low, and closing prices, respectively, within the 
stock diagram.  
 
Sample mean  
(point estimate) 
Confidence limit 
(lower) 
Confidence limit 
(upper) 
Confidence interval
n
zx
n
zx σμσ αα
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n
x
n
x σμσ 96.196.1 +≤≤−
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3.4.2 Ordinal Regression Model: The Robustness Test 
The methods described so far test the effects of each variable independently of the 
others. A joint test in terms of an ordinal regression model can be estimated to 
calculate the impact of multiple variables. Such a test can also be regarded as a 
robustness test. The ordinal regression method is used in this research to model the 
relation between an ordinal survey variable, for instance, different levels of 
satisfaction regarding overall firm performance, and explanatory variables concerning 
demographics (e.g. age). This approach enables a researcher to regress a range of 
variables against the probability of a particular response. In this case, the survey 
variable for satisfaction is measured on a five-point Likert scale that varies from ‘not at 
all’ to ‘very much’. Explanatory variables such as age, size, foreign sales, listing, 
behavioural bias, and industry factor are included in the regression model. This 
research utilizes the probit link function for the ordinal regression model. Equation 3.6 
shows the calculation of the probit ordinal regression: 
Pi = α0+∑
−
4
1
,1
k
kβ Fundamentalsk +∑
−
4
1
,2
l
lβ Behavioural Biasesl +∑
−
4
1
,3
m
mβ Industrym + εt   (3.6) 
 
where  
Pi      represents the probability of an event i  
Fundamentals  represents the fundamental factors, that is, age, size, 
foreign sales, and whether the firm is listed on the ASX 
Behavioural Biases  represents the behavioural factors, that is, the self-serving 
bias, anchoring bias, overconfidence bias, and loss 
aversion bias 
Industry is the industry factor, for example, material, energy, utility, 
and financial 
 
This research uses the ordered regression function built into Eviews 5.0 to estimate 
the results. 
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3.4.3 Data Mining Problem 
Data mining can give rise to a selection bias problem that can impact our sample, but, 
to the best of our knowledge, such a bias was not introduced in this study. The 
questionnaires were sent to all firms that were on the database lists, and we had no 
influence on the corporate treasurers who responded to the survey. However, given 
that large organizations were contacted twice, once through the listed companies list 
and again via the FTA database, it is possible that we motivated large organizations 
more than smaller ones to respond. If this occurred, our sample may contain a 
large-firm size bias. 
3.5 Conclusion 
This chapter presents the study’s research methodology. To achieve the research 
objectives identified in Section 3.2, a number of research methodologies were 
introduced in Section 3.3. In accordance with the literature review (see Chapter 2), 
practitioners were interviewed to ensure that the survey was in alignment with current 
industry practices. Various versions of the questionnaires were designed prior to the 
final one. In an effort to increase the response rate, a number of techniques were 
used, including asking close-ended and open-ended questions, offering both mail and 
online questionnaires to the respondents, sending follow-up emails, pilot-testing the 
questionnaire, and reducing the number of survey questions. 
 
Survey questions were designed to cover four areas, namely, general information on 
corporate treasurers, working capital practices, behavioural bias identification, and 
the impact of the GFC. After the questionnaire was pilot-tested, the survey was sent to 
1,784 ASX-listed companies and 237 FTA members. The response rate was 
approximately 9%, a rate similar to those of prior research surveys in the field. 
Quantitative methods such as the t-test for determining differences between means, 
CIs, and a robustness test (ordinal regression model) were used to analyse the 
results. 
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Table 3.1 Draft Questionnaire (see Table 3.7 for the final questionnaire) 
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Table 3.2 Interview Cover Letter 
 
To Interview Participants 
 
To whom it may concern: 
 
 
Dear Madam / Sir, 
My name is Yilang Zhao, and I am currently a full time research student at RMIT. I am 
currently investigating the behavioural aspects of working capital management in 
Australia. 
I would like to thank you on behalf of RMIT to agreeing to participate in this interview. 
You will find enclosed a plain language statement that will briefly explain the research 
project and also a consent form. 
Once again, thank you very much for your assistance and should you have any 
queries, do not hesitate to contact me. 
 
 
Sincerely yours, 
 
 
 
Yilang Zhao 
 - 71 -  
Table 3.3 Plain Language Statement (PLS) for Interview 
 
PLS for Interview 
 
Project Title: Behavioural Aspects of Working Capital Management in Australia 
 
Investigators Position Email Address Phone 
Mr Yilang Zhao Research Student yilang.zhao@student.rmit.edu.au 99251662 
Dr Vikash Ramiah Senior Lecturer vikash.ramiah@rmit.edu.au 99255828 
Professor Tony Naughton Head of School tony.naughton@rmit.edu.au 99255862 
 
Who is involved in this research project? Why is it being conducted? 
RMIT University’s School of Economics, Finance and Marketing is conducting a research on 
the behavioural aspects of corporate treasurers in Australia. This research is being conducted 
as part of my research degree and the other researchers involved are Dr Vikash Ramiah 
(senior supervisor) and Professor Tony Naughton (second supervisor). The project was 
approved by the RMIT Human Research Ethics Committee. 
 
Why have you been approached? 
We have developed a questionnaire for corporate treasurers based on the existing academic 
literature and we believe that the current market practices have not been included in the survey 
questions. In an effort to bridge the gap between the academic world and the corporate world, 
we are approaching you. As an experienced corporate treasurer, we would like to interview you 
on some areas of working capital management. 
 
What is the project about? What are the questions being addressed? 
This research is about the behavioural aspects of working capital management in Australia. 
The main objectives of the research are to examine the theory and practice of working capital 
management in Australia, and to identify the potential behavioural biases in decision making. 
The primary research questions are 
1. What are the theory and practice of working capital management in Australia? 
2. What are the determinants of working capital management in Australia? 
3. Is there any behavioural finance bias in working capital management in Australia? 
 
If I agree to participate, what will I be required to do? 
You will be required to answer a maximum of 12 questions during the interview. The estimated 
interview duration is approximately one hour. The interview will be audio recorded and that you 
have the right to request that taping cease at any stage during the interview. The areas include 
cash management, inventory management, accounts receivables and debt management. 
Participants can opt not to answer these questions. 
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What are the risks or disadvantages associated with participation? 
There are no perceived risks outside the participants’ normal day-to-day activities. 
 
What are the benefits associated with participation? 
Participants will have free access to the results of this study and we invite participants to join 
us for lunch in a restaurant close to the interview room. RMIT will cover the cost of the lunch. If 
you would like an advance copy of the research results, please email Yilang Zhao, Dr Vikash 
Ramiah or Professor Tony Naughton. The research results will be available in January 2009. 
 
What will happen to the information I provide? 
The responses of the interviews are anonymous and participants will not be identified at any 
stage of the research. 
Any information that you provide can be disclosed only if 
(1) It is to protect you or others from harm. 
(2) A court order is produced. 
(3) You provide the researchers with written permission. 
The information provided by the interviewees will be used to design a survey questionnaire 
and that data will be aggregated. The research data will be kept securely at RMIT for a period 
of 5 years before being destroyed. 
 
What are my rights as a participant? 
As a participant, you have: 
1) The right to withdraw your participation at any time, without prejudice. 
2) The right to have any unprocessed data withdrawn and destroyed, provided it can be 
reliably identified, and provided that so doing does not increase the risk for the participant. 
3) The right to have any questions answered at any time. 
 
Whom should I contact if I have any questions? 
If you have any questions, please contact Yilang Zhao (s3155436@student.rmit.edu.au, 
9925-1662), Dr Vikash Ramiah (vikash.ramiah@rmit.edu.au, 9925-5828), or Professor Tony 
Naughton (tony.naughton@rmit.edu.au, 9925-5862). 
 
What other issues should I be aware of before deciding whether to participate? 
The survey results will be presented at the annual meeting of the Finance and Treasury 
Association and at conferences. The research paper will be published in a peer reviewed 
journal. 
 
Yours Sincerely, 
 
Yilang Zhao,              Dr Vikash Ramiah,      Professor Tony Naughton 
Master of Business (Finance)  PhD in Finance            MBA and PhD in Finance 
 
Any complaints about your participation in this project may be directed to the Secretary, Portfolio Human Research Ethics Sub Committee, Business 
Portfolio, RMIT, GPO Box 2476V, Melbourne, 3001.The telephone number is (03) 9925 5594 or email address rdu@rmit.edu.au. Details of the 
complaints procedure are available from http://www.rmit.edu.au/rd/hrec_complaints. 
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Table 3.4 Interview Consent Form  
RMIT HUMAN RESEARCH ETHICS COMMITTEE 
Prescribed Consent Form for Persons Participating in Research Projects Involving Interviews, 
Questionnaires, Focus Groups or Disclosure of Personal Information 
 
PORTFOLIO OF Business 
SCHOOL/CENTRE OF Economics, Finance & Marketing 
Name of Participant:  
Project Title: Behavioural aspects of working capital management in Australia 
Name(s) of Investigators:     
(1) Dr Vikash Ramiah Phone: 99255828 
                          
(2) Yilang Zhao Phone: 99251663 
 
1. I have received a statement explaining the interview/questionnaire involved in this project. 
2. I consent to participate in the above project, the particulars of which – including details of the interviews 
or questionnaires – have been explained to me. 
3. I authorise the investigator or his or her assistant to interview me or administer a questionnaire. 
4. I give my permission to be audio taped:     Yes    No 
5. I give my permission for my name or identity to be used:     Yes   No 
6. I acknowledge that: 
 
(a) Having read the Plain Language Statement, I agree to the general purpose, methods and 
demands of the study. 
(b) I have been informed that I am free to withdraw from the project at any time and to withdraw 
any unprocessed data previously supplied. 
(c) The project is for the purpose of research and/or teaching. It may not be of direct benefit to me. 
(d) The privacy of the information I provide will be safeguarded. However should information of a 
private nature need to be disclosed for moral, clinical or legal reasons, I will be given an 
opportunity to negotiate the terms of this disclosure. 
If I participate in a focus group I understand that whilst all participants will be asked to keep 
the conversation confidential, the researcher cannot guarantee that other participants will do 
this. 
(e) The security of the research data is assured during and after completion of the study. The data 
collected during the study may be published, and a report of the project outcomes will be 
provided to _____________ (researcher to specify). Any information which may be used to 
identify me will not be used unless I have given my permission (see point 5). 
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Participant’s Consent 
 
Name:  Date:  
(Participant) 
 
 
Name:  Date:  
(Witness to signature) 
 
 
Where participant is under 18 years of age: 
 
I consent to the participation of ____________________________________ in the above project. 
 
Signature: (1)                        (2) Date:  
(Signatures of parents or guardians) 
 
Name:  Date:  
(Witness to signature) 
 
Participants should be given a photocopy of this consent form after it has been signed. 
Any complaints about your participation in this project may be directed to the Executive Officer, RMIT 
Human Research Ethics Committee, Research & Innovation, RMIT, GPO Box 2476V, Melbourne, 3001. 
Details of the complaints procedure are available at: http://www.rmit.edu.au/rd/hrec_complaints 
 
Any complaints about your participation in this project may be directed to the Chair, Portfolio Human 
Research Ethics Sub-Committee, Business Portfolio, GPO Box 2476V, Melbourne, 3001. The telephone 
number is (03) 9925 5594 or email address rdu@rmit.edu.au. Details of the complaints procedure are 
available from: http://www.rmit.edu.au/rd/hrec_complaints. 
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Table 3.5 Questionnaire Cover Sheet  
 
 
18th March 2009 
Dear Sir/Madam, 
 
 
Survey on working capital management 
 
RMIT University’s School of Economics Finance and Marketing is conducting a 
comprehensive survey of working capital management. We have approached you 
because you have held positions such as corporate treasurer, finance manager, 
accountant or similar experiences. If you are not the right person to fill this 
questionnaire, we will be grateful if you could forward this email to the relevant person. 
 
As you have the required experience in this area, we are inviting you to participate in 
this research. We estimate that this survey will take about 20 minutes of your time. 
Please visit the following website, 
http://www.rmit.edu.au/bus/ecofin/working_capital, for the online questionnaire. In 
the next few weeks, we will also mail you a hard copy of the survey questionnaire. We 
would really appreciate if you could respond to either one of the questionnaires by the 
20th of April 2009. 
 
The survey results will be presented at the annual meeting of the Finance and 
Treasury Association and the research paper will be published in a peer reviewed 
journal. Responses will be used only in aggregate and if you would like an advance 
copy of the results, please feel free to contact us. 
 
Should you require more information about this research, you can refer to the plain 
language statement that we have attached in this correspondence. We would like to 
thank you for agreeing to participate in this survey and we look forward to your 
positive response. If you have any other queries, do not hesitate to contact us. 
 
We wish you a happy Easter. 
 
Sincerely yours, 
 
 
 
Yilang Zhao 
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Table 3.6 Plain Language Statement for Questionnaire 
Plain Language Statement 
 
Project Title: Behavioural Aspects of Working Capital Management in Australia 
 
Investigators Position Email Address Phone 
Mr Yilang Zhao Research Student yilang.zhao@student.rmit.edu.au 99251662 
Dr Vikash Ramiah Senior Lecturer vikash.ramiah@rmit.edu.au 99255828 
Professor Tony Naughton Head of School tony.naughton@rmit.edu.au 99255862 
 
 
Who is involved in this research project? 
RMIT University’s School of Economics, Finance and Marketing is conducting research on the 
behavioural aspects of corporate treasurers in Australia. Professor Tony Naughton is the Head of 
the School of Economics, Finance and Marketing at RMIT. He has a PhD in Finance (Birmingham) 
as well as an MBA (Bradford). Tony is also a Fellow of the Association of Chartered Certified 
Accountants. His research centres on the behaviour of security prices, corporate governance, 
IPOs, trading strategies, Asian emerging markets, working capital management and behavioural 
biases. Dr Vikash Ramiah is a Senior Lecturer at RMIT. He has a PhD in Finance (RMIT), Master 
of Finance (RMIT) and BSc (Hons.) Economics (Mauritius). His research interests are behavioural 
finance, asset pricing models, investment trading strategy, financial crisis, working capital 
management and electricity pricing. Mr Yilang Zhao is a PhD student at RMIT and is researching 
the behavioural aspects of working capital management. 
 
 
Why is it being conducted? 
The importance of working capital management has been underestimated by practitioners and it is also 
under researched among academics. In this research, we would like to document the recent 
developments in the working capital environment. We are investigating whether risk management and 
behavioural biases have altered the practices of corporate treasurers in Australia. 
 
 
Why have you been approached? 
The methodology used in this study is a survey questionnaire and this is our primary way of collecting 
data. We are targeting professionals who have dealt with any component of working capital namely cash, 
inventory accounts receivable, debt and risk management. If you have held positions such as corporate 
treasurer, finance manager, accountant or similar experiences, you will be the ideal candidate to 
complete this questionnaire. We used a variety of sources to select your company and these databases 
include ASX listed companies, yellow pages, and the Finance and Treasury Association (FTA) 
membership list. 
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If I agree to participate, what will I be required to do? 
You will be required to complete the section(s) of the survey questionnaire where you have some 
practical experience and forward your response to us. 
 
 
What are the risks or disadvantages associated with participation? 
There are no perceived risks outside the participants’ normal day-to-day activities and it is worth noting 
that this project has been approved by the RMIT Human Research Ethics Committee. 
 
 
What are the benefits associated with participation? 
All participants will have free access to the research results. We will gladly forward the findings of our 
study to the participants upon request. The preliminary results are expected in the early months of 2009. 
 
 
What will happen to the information I provide? 
Responses to the questionnaire are anonymous and participants will not be identified from these 
responses. The aggregated survey results, however, will be presented at the annual meeting of the 
Finance and Treasury Association, and other academic conferences. The research paper is expected to 
be published in a peer reviewed journal. 
 
 
What are my rights as a participant? 
As a participant you have: 
1) The right to withdraw your participation at any time, without prejudice, 
2) The right to have any unprocessed data withdrawn and destroyed, provided it can be reliably 
identified, and provided that so doing does not increase the risk for the participant, and 
3) The right to have any questions answered at any time. 
 
Whom should I contact if I have any questions? 
If you have any further questions please contact Yilang Zhao, Dr Vikash Ramiah or Professor Tony 
Naughton. 
 
 
 
 
Any complaints about your participation in this project may be directed to the Secretary, Portfolio Human Research Ethics Sub Committee, Business Portfolio, 
RMIT, GPO Box 2476V, Melbourne, 3001. The telephone number is (03) 9925 5594 or email address rdu@rmit.edu.au. Details of the complaints procedure are 
available from http://www.rmit.edu.au/rd/hrec_complaints. 
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Table 3.7 Survey Questionnaire 
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CHAPTER 4 
WORKING CAPITAL MANAGEMENT 
4.1 Introduction 
The empirical results of this research are presented in the proceeding chapters. The 
literature on working capital management shows that academics are divided as to 
what the determinants of working capital management are. This chapter examines 
various determinants of working capital management in an effort to contribute to this 
debate. One innovative aspect of this chapter is that it investigates the importance of 
risk management in working capital management during the global financial crisis 
(GFC). As mentioned by Khoury et al. (1999), working capital practices change over 
time. In an effort to capture these changes and new developments in working capital 
management, this chapter investigates the new policies and managerial approaches 
in working capital management. Furthermore, the other determinants of working 
capital are discussed. As shown previously, the literature on accounts receivable 
shows that firms prefer trade credit because of its various benefits. This chapter also 
investigates whether Australian corporate treasurers prefer to use accounts 
receivable rather than cash and further examines the motivations of such a 
preference. As stated in the literature review of Chapter 2, capital structure theories 
such as pecking order theory and trade-off theory are vital in debt decisions, and this 
chapter investigates whether Australian corporate treasurers follow such theories 
when making debt decisions. 
 
The empirical results of working capital management are reported in the proceeding 
sections. Section 4.2 presents the practice of general working capital management in 
Australia. Sections 4.3 to 4.7 discuss the results of cash management, inventory 
 - 82 -  
management, accounts receivable management, debt management, and risk 
management, respectively. Section 4.8 concludes this chapter. 
4.2 Working Capital Management 
The starting point to examining firm’s working capital management policies is with 
their overall policy stance (moderate, aggressive or conservative). The result of our 
survey suggests the adoption rate for moderate, aggressive, and conservative 
working capital management policies are 35%, 13% and 52% respectively. 
 
The next task for this research is to determine which working capital practices are 
adopted by Australian firms. The first question on this topic in the questionnaire is to 
explore whether firms emphasize the importance of working capital within the 
organization; put in place structure, governance, and dedicated resources; 
understand and design performance drivers; have goal setting approaches; embed 
change management, or outperform industry average targets. The results 
summarized in Figure 4.1 indicate that emphasizing the importance of working capital 
within the organization is on the top of the corporate treasurers’ priority list. Figure 4.1 
shows that 51–68% of the respondents use this approach at a 95% confidence level. 
The second, third, and fourth most popular approaches are putting in place structure, 
governance, and dedicated resources, understanding and designing performance 
drivers, and goal setting approaches, respectively. Few firms embed change 
management (5% of respondents) or outperform industry average targets (4% of 
respondents). 
 
Table 4.1 shows the proportions of respondents, including Z-statistics, who utilized 
the six working capital management approaches. The results of the Z-statistics show 
that all the proportions are significantly different from zero, more specifically 
emphasizing the importance of working capital management. Investment decisions 
are classified as among the most important decisions within an organization, and little 
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consideration is given to working capital managers. One of the priorities of corporate 
treasurers currently is to emphasize the importance of such practices for a business. 
The argument used to support their campaign is that working capital management 
decisions are generally short term in nature but nonetheless important factors in 
determining sustainable long-term capital investments. The results of this survey 
reinforce this view by showing that working capital managers are devoting a lot of their 
time explaining the importance of working capital managers within an organization. 
Through our open-ended question, respondents stated that their importance was 
recognized during the last GFC period, when their organizations required their 
assistance to overcome the liquidity and credit crunch. In their fight for recognition, 
respondents had to set up a structure to show where they fit into the organization. 
Hence, putting in place a structure, governance, and dedicated resources is second 
on the list. Around 44% of the respondents are actually implementing this strategy. 
Such a configuration facilitates the workflow between top executives and working 
capital managers, which in turn enhances the overall performance of working capital 
management. 
 
Another way to enhance the overall performance of working capital management is to 
understand and design performance drivers. In the vein of workflow facilitation, firms 
optimize each subprocess by designing key performance measures and 
submeasures. For instance, the subprocess of accounts receivable includes approval, 
sales, and collections. To minimize the default risk, firms design sub-drivers, also 
known as key performance indicators (KPIs), maintain relationships with customers, 
and reconsider the pricing of their products. These three measures are used to 
understand customer payment behaviour. Such drivers are vital instruments to 
monitor and evaluate the subprocesses of working capital management. Around 26% 
of the respondents implement these practices in their organization, and these enable 
working capital managers to ensure that appropriate strategies and techniques are 
undertaken to achieve company goals. Correspondingly, only 24% of the respondents 
have goal setting approaches. One major conclusion that can be drawn from these 
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empirical findings is that the majority of the working capital managers in Australia 
(around 75%), do not have strong motives or skills in terms of setting targets. Without 
clear objectives and targets, it is hard to measure the performance of working capital. 
One way to overcome this problem is to train managers and make sure they have 
adequate managerial skills. 
 
Only 5% of the firms closely monitor changes in the organization. Although this 
proportion is statistically different from zero, it is relatively low. As such, we conclude 
that such practices are not generally adopted by corporate treasurers in Australia. 
This finding indicates that there are communication failures between working capital 
managers and key stakeholders. Perhaps improving the communication channels 
with other parties within the organization will help corporate treasurers get recognised 
in the firm. Another important finding of this study is that working capital managers do 
not benchmark against the industry average, since only 4% attempt to do better than 
the industry average. The remaining 96% of respondents have another benchmark or 
they do not use benchmarking at all, and the question is if they have another 
benchmark, which benchmark do they use? Later on, we provide evidence to show 
that corporate treasurers mimic the working capital structure of successful firms within 
the industry. Hence the benchmark is replicating the structure of the best company in 
the trade.  
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Fig. 4.1 Working capital practices in Australian firms. 
 
This figure presents the proportions of respondents adopting a particular working capital practice. Both the mean proportion and the confidence interval 
for each proportion are shown. The highest proportion is represented by a triangle, that is, it is the upper confidence limit. The lowest proportion is 
represented by a diamond. The average proportion value is represented by a square. 
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Table 4.1 Working Capital Practices in Australian Firms 
 
This table presents the proportions of respondents adopting a particular working capital practice. The Z-test is used to test the null hypothesis that the firm 
does not adopt a particular working capital practice. The upper and lower limits of the mean proportion are reported, as are the numbers of respondents 
who selected each practice. 
 
Working capital practices 
Upper 
limit 
Proportion
Lower 
limit 
Number of 
respondents 
Z-Stats
Outperform industry average targets 8% 4% 1% 5 2.28 
Embed change management 9% 5% 1% 6 2.51 
Goal setting approaches 32% 24% 17% 29 6.19 
Understand and design performance drivers 34% 26% 18% 31 6.47 
Put in place structure, governance, and dedicated resources 53% 44% 35% 52 9.61 
Emphasize the importance of working capital within the organization 68% 60% 51% 71 13.27 
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In Section 4.1, we discussed the need for KPIs, and this section tests for the 
percentage of working capital managers using the existing key value metrics. Figure 
4.2 presents the proportions of respondents who use the following key value metrics: 
net working capital, return on investment (ROI), risk management, net cash 
conversion cycle, or CCC (DSO + DIO - DPO), benchmark against competition, and 
weighted average capital cost (WACC). The results summarized in Figure 4.2 show 
that 51–69% of the respondents use net working capital as the key value metric. Risk 
management is considered to be the second most important metric in working capital 
management, with an average response rate of 39%. The third, fourth, and fifth most 
popular metrics are the ROI, net CCC, and WACC, respectively, with average 
response rates of 25%, 29%, and 18% respectively. Most corporate treasurers do not 
benchmark against competition, since the response rate is only 7%. 
 
Table 4.2 shows the proportions of respondents who utilize the six value metrics and 
the respective Z-statistics. The Z-statistics show that all the proportions are 
significantly different from zero. The results from Table 4.2 confirm that net working 
capital is the preferred metric. Although Belt and Smith (1991) do not discuss net 
working capital, they do argue that Australian working capital managers prefer simple, 
readily available measures from the balance sheet. The authors identify the current 
ratio, working capital turnover, and working capital as a percentage of assets as the 
key metrics in the 1980s, and this study shows that the preferred contemporary simple 
measure is now the net working capital. According to Belt and Smith (1991), fewer 
than 10% of managers used more complex measures, defined as flow measures. The 
existing literature argues that the CCC is an important element in working capital 
practice. This new measure is shown to influence the profitability of firms, and this 
study shows that only 20% of firms use the CCC. One of the possible reasons why 
such a low proportion is observed lies in the complexity of calculating the CCC.  
Madhou, Ramiah and Moosa (2011) show that CCC can be adjusted for operational 
risk and market risk. After all these adjustments, the CCC is highly correlated with a 
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simple working capital variable. Consequently managers choose to use the net 
working capital measure. 
 
At the turn of 2010, a larger proportion of respondents are willing to embrace new 
measures such as the CCC, WACC, ROI, and risk management. It is not surprising to 
observe that risk management is the second most preferred metric by corporate 
treasurers. Given that this survey was carried out around the time of the GFC, such an 
outcome was expected. Previous literature presented in Section 2.1.1 shows that 
firms faced different risks such as liquidity risks, credit risks, market risks, operational 
risks, and political risks, in their day-to-day operations. Efficient risk management can 
control for these risks and thereby avoid any difficulties they may cause. The greater 
emphasis on risk management observed (with an average response rate of 39%) in 
this survey indicates that during the GFC period, risk control was a major issue for 
Australian firms and risk management became the responsibility of around 40% of 
Australian corporate treasurers. Such findings demonstrate that risk management is 
an important component in working capital management that the existing literature 
fails to recognize. In Section 4.7, the importance of each risk factor in working capital 
management is examined in more detail. Another interesting finding of our research is 
that 60% of working capital managers do not have risk management tools, and one 
possible explanation is that risk management falls under the responsibility of other 
agents, such as accountants or treasury departments. 
 
The results of this research also show that ROI and the WACC are both useful tools to 
evaluate the efficiency of investment decisions in Australia. Traditionally, the WACC is 
the most commonly used tool to measure the possibility of an investment. The results 
in Table 4.2 show that around 18% of respondents adopt this metric. At face value, 
this appears to be lower than expected. However, we postulate that the role of the 
working capital manager is predominantly to manage cash, inventory, accounts 
receivable, debt, and risk management, and ROI and WACC are two investment 
decision KPIs. If this argument is valid, the survey shows that around 82% of 
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corporate treasurers manage working capital and have little input in investment 
decisions. 
 
Only 7% of the respondents benchmark against competition. According to Belt and 
Smith (1991), the homogeneity of the practices of working capital management is 
mainly due to a smaller population and business predominantly headquartered in 
Sydney and Melbourne. Furthermore, Australian banking nurtures this similarity with 
respect to payment practices. However, during the last two decades, the structure of 
the Australian corporate sector has changed in response to issues such as 
globalization and information technology developments, which may account for why 
benchmarking against competition is not popular. 
 
 
 - 90 -  
Fig. 4.2 Key value metrics in Australian firms. 
 
This figure presents the proportions of respondents adopting a particular metric to value working capital. Both the mean proportion and confidence interval 
for each proportion are shown. The highest proportion is represented by a triangle and shows the upper confidence limit. The lowest proportion is 
represented by a diamond. The average proportion value is represented by a square. 
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Table 4.2 Key Value Metrics in Australian Firms 
 
This table presents the proportions of respondents adopting a particular key value metric. The Z-test is used to test the null hypothesis that the firm does 
not use a particular metric to value working capital. The upper and lower limits of the mean proportion are also reported, as are the numbers of 
respondents who selected each metric. 
 
Key value metrics 
Upper 
limit 
Proportion 
Lower 
limit 
Number of 
respondents 
Z-Stats 
Benchmark against competition 11% 7% 2% 8 2.93 
WACC 25% 18% 11% 22 5.19 
Net CCC (DSO + DIO - DPO) 26% 19% 12% 23 5.33 
ROI 33% 25% 17% 30 6.32 
Risk management 48% 39% 30% 47 8.79 
Net working capital 69% 60% 51% 72 13.42 
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A number of other practices are either new or not documented in the existing literature, 
and these include rollover agreements, term sheets, and the use of collection 
agencies, securitization, outsourcing, and factoring. The results summarized in Figure 
4.3 and Table 4.3 indicate that around 24% of respondents utilize term sheets and 
rollover agreements while accessing funding from banks. A total of 10–23% of the 
respondents outsource their services. Few firms adopted securitization, collection 
agencies, or factoring, and the response rates are 10%, 10%, and 8%, respectively. 
 
Term sheet and rollover agreements are moderately important tools in the financing 
process in Australia. During the funding process, a preliminary document, generally 
known as the term sheet, is widely used to regulate the obligations and rights of both 
the borrower and the lender. Firms that have gone through the financing process are 
aware of all the documentation and lender requirements. In an effort to shorten the 
funding process, they prepare a draft term sheet in advance and negotiate with the 
lender on the basis of that draft. Corporations and lenders can also enter into an 
agreement to roll over the debt after it matures. Such a practice was very common 
prior to the GFC, and after the crisis lenders became reluctant to roll over agreements 
with customers with poor credit ratings. Only a quarter of the respondents adopted 
these two practices. Unfortunately, the questionnaire was not designed to ask the 
respondents whether such a practice was adopted prior to the crisis, and we cannot 
state whether the GFC led to this low proportion. Two major observations can be 
made from these findings. First, appropriate corporate treasurers in Australia appear 
to have readily available term sheets at any point in time. Second, firms with good 
credit ratings may continue with rollover agreements. 
 
Around 16% of respondents outsource their business functions. The low proportion 
may be due to the industry structure of the Australian economy. Most of Australia’s 
largest exports come from the primary industries, as in farming, fisheries, forestry, and 
minerals, especially the agricultural and mining sectors. Empirical studies (Gottschalk 
and Solli-Sæther, 2005, 2006) show that outsourcing is indispensable in globalization 
due to the lower costs of production. Unfortunately, the raw materials that account for 
most of the nation’s exports do not involve significant outsourcing. Only service sector 
and manufacturing firms that deal with international trade can adopt such methods, 
thus leading to a lower proportion of outsourcing. 
 
Figure 4.3 shows that only 10% of firms hire collection agencies. Unlike the USA, in 
Australia the financial environment is more conservative, which leads to a lower 
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default/bankruptcy rate. Consequently there is little use or need for collection 
agencies. The results of this survey also show that the application of securitization is 
restricted to 10% of the Australian market. This is yet further evidence of the 
conservative approach used by firms within the market. Australian firms benefited 
from this approach during the GFC, since Naimy (2009) argues that the high level of 
securitization in the USA was a major cause of the GFC. Furthermore, few firms use 
factoring (an average of 8%; see Fig. 4.3 and Table 4.3), and the concept’s relative 
novelty accounts for this. While the technology for factoring exists, not many firms 
have adopted this approach, and this creates an opportunity for online platforms to 
offer this service. Factoring is in alignment with the business development of 
PrimeRevenue and ANZ’s working capital corporate advisory. These corporations 
have identified a niche market where extreme growth is possible. 
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Fig. 4.3 Methods for working capital management in Australian firms. 
 
This figure presents the proportions of respondents adopting a particular method in working capital management. Both the mean proportion and the 
confidence interval for each proportion are shown. The highest proportion is represented by a triangle and shows the upper confidence limit. The lowest 
proportion is represented by a diamond. The average proportion value is represented by a square. 
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Table 4.3 Working Capital Management Methods in Australian Firms 
 
This table presents the proportions of respondents adopting a particular method in working capital management. The Z-test is used to test the null 
hypothesis that the firm does not use a particular method in working capital management. Upper and lower limits of the mean proportion are reported, as 
are the numbers of respondents who selected each method. 
Methods Upper limit Proportion 
Lower 
limit 
Number of 
respondents Z-Stats 
Factoring 13% 8% 3% 9 3.12 
Collection agency 16% 10% 5% 12 3.66 
Securitization 16% 10% 5% 12 3.66 
Outsourcing 23% 16% 10% 19 4.76 
Rollover agreements 31% 24% 16% 28 6.06 
Term sheets 32% 24% 16% 28 6.07 
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4.3 Cash Management 
After discussing general working capital practices, we now focus on each specific 
area of working capital management. First, we explore the methods used in cash 
management; more specifically, we test for the following: netting, diversifying bank 
transactions, centralizing cash management decisions, meeting payments in a timely 
manner, account structure set-offs, minimizing float, managing cash through leading 
and lagging, streamlining bank relationships (e.g., via the PrimeRevenue online 
platform), policies on key liquidity parameters (e.g., cash, equity, or dividend 
forecasting), emergency liquidity reserves, tendering for banking services, and 
reducing time frames/error margins. The results summarized in Figure 4.4 and Table 
4.4 show that the most popular approach in cash management is the centralization of 
cash management decisions, with 58–75% of respondents using this approach. 
Meeting payments in a timely manner is the second most important method, with an 
average response rate of 57%. The third, fourth, fifth, and sixth most popular methods 
are the diversification of bank transactions (43% of respondents), policies on key 
liquidity parameters (36% of respondents), managing cash through netting (25% of 
respondents), and emergency liquidity reserves (22% of respondents), respectively. 
Minimizing float, account structure/set-offs, tendering for banking services, 
streamlining bank relationships, and managing cash through leading and lagging are 
moderately prevalent cash management approaches in Australia (with response rates 
of 19%, 19%, 15%, 14%, and 13%, respectively). Few firms reduce time frames or 
error margins, with an average response rate of 10%. 
 
Soenen (1986) finds that around 70% of companies in the UK centralize cash 
management decisions. The results of this survey show an average response rate of 
67%, which is approximately the same as in Soenen (1986). Companies usually have 
a head office to manage all cash decisions, with only limited autonomy given to some 
subsidiaries. Usually, these subsidiaries have a temporary cash surplus to satisfy 
day-to-day operations, and they can also apply for more money when they are in 
deficit. Once the money goes on the account of each subsidiary, cash managers 
within these subsidiaries determine their own cash management. The centralization of 
cash management decisions can help to manage cash tightly. The process of cash 
transitions and outgoings are more transparent and controllable. 
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Some subsidiaries may not implement any cash management, since they only deal 
with cash for their payroll. In that case, all the other decisions and operations can be 
managed through headquarters. So far, this is the strongest result obtained. However, 
during one interview we encountered an extreme company that had no cash 
management at all. It had a handful of large clients, and traditional cash methods of 
payment were not appropriate. The managers of these firms would meet and make 
decisions in terms of how much funds needed to be transferred. With this in mind, we 
now conclude that most firms do centralize cash management, but it is not necessary 
for all firms to adhere to this practice. 
 
Meeting payments in a timely manner is the second most accepted approach in cash 
management after centralization. Some firms pay their invoices based on discount 
rates offered by their loan providers. Normally, the earlier you pay, the higher the 
discount rate offered. In this way, the corporate treasurer chooses the best terms to 
pay debt so that the opportunity cost of earlier payment and the discount received for 
the early payment can be simultaneously balanced. There are other reasons why 
firms may pay their invoices earlier, such as the fear of late payment penalties or a 
firm policy of paying within an internal time frame. Such findings are in accordance 
with good, conservative approaches of Australian firms when it comes to debt 
management. 
 
The third preference in cash management approach is the diversification of bank 
transactions. A total of 34–52% of respondents diversify bank transactions. Though it 
is easier to maintain a good relationship with a single bank, Australian firms tend to 
foster more relationships with different banks due to risk diversification. We discuss 
two reasons for such practices. First, firms diversify bank transactions to enjoy all the 
benefits that different banks have to offer. One of the lessons learnt from the GFC was 
that firms may wake up to find that their bank has disappeared, together with their 
funds. To minimize this risk, managers diversify their banking activities among the Big 
Four banks in Australia. It should be noted that once again our questionnaire 
questions were not designed to test for the diversification of bank transactions before 
and after the crisis. Soenen (1986) and Anvari and Gopal (1983) show that small firms 
prefer to retain one or two banks, and large firms, on the contrary, tend to diversify 
their bank services among different banks. This research provides evidence to 
support this argument, which is circumstantiated in Chapter 5 when we analyse the 
determinant factors of working capital management. 
 
 - 98 -  
Around 36% of respondents have policies on key liquidity parameters, such as cash, 
equity, or dividend forecasting. The forecasting of these variables affects firm value 
and is important when capital budgeting decisions are made, since it affects capital 
structure. For instance, to maintain adequate liquidity positions, corporate treasurers 
can manage outgoings on the basis of forecasting the incoming cash flow. They know 
clearly what will happen if they pay their suppliers 30 days earlier or later. 
Consequently, they can pay their invoice in a timely manner. Tsamenyi and Skliarova 
(2005) emphasize the importance of cash flow forecasting in cash management. The 
authors argue that cash flow forecasting is achieved through cash budgets, which are 
usually prepared for periods of less than half year. The longer the forecasting period, 
the less reliable the forecasting, due to fluctuations in foreign exchange rates, interest 
rates, inflation rates, and many other factors. Possible reasons why the rest of the 
companies do not use forecasting techniques for their cash management are they do 
not have sufficient cash as part of the working capital or they do not rely on these 
forecasting models and use other techniques. 
 
Tsamenyi and Skliarova (2005) argue that by eliminating intra-company float and 
unnecessary transactions, netting with leading and lagging enhances the efficiency of 
internal funds, which in turn reduces the need for external funds. Around 25% of 
respondents manage cash through netting, and 13% of the respondents manage cash 
through leading and lagging. Netting is a good approach to regulate settlements 
among subsidiaries of the same company, because of the fixed settlement date. 
Without netting, subsidiaries with low solvency tend to delay their payments to the 
other subsidiaries of the same company, and cash flow problems thus spread within 
the company. Netting can also reduce unnecessary communication and transaction 
costs. For example, Figure 4.31 shows that companies A and B are two subsidiaries 
of the same company. Accounts receivable and accounts payable for company B are 
$50,000 and $80,000, respectively, represented by broken lines. At the end of the 
transaction month, the actual cash flow from company B to A is $30,000, represented 
by a solid line. In this simple netting example, the same currency is used during the 
transaction. However in reality, different currencies may be used by multinational 
subsidiaries via the netting system. Even more complex, external transactions 
between different firms via the netting system are possible. A total of 75% of 
respondents do not manage cash through netting. Normally large multinational 
companies prefer to use this approach due to the benefits listed above, and we 
suspect that most of the positive responses originate from such companies. Later, 
Chapter 5 shows evidence to support this argument. 
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Fig. 4.31 A simple example of the netting system. 
 
Figure 4.4 shows that around 22% of respondents set aside emergency liquidity 
reserves in their cash management. Further analysis shows that these respondents 
are from large organizations with a large exposure to foreign sales. Chapter 5 
presents this additional analysis. It should be noted that this survey was conducted 
during the GFC period, when there was enormous pressure on corporate treasurers 
to adopt such preventive measures. Interestingly, we find that small organizations with 
no foreign exposure do not adopt similar methods. One of the recommendations of 
this report is for small organizations to set aside emergency liquidity reserves if they 
can afford it, that is, in simple terms, save for a rainy day. 
 
Less than 20% of respondents set account structure/set-offs and minimize float (see 
Fig. 4.4). Managers relying on floats know that their corporations are not healthy and 
tend to avoid such policies. More specifically, during the GFC period, managers tried 
to move away from such a strategy, and it is reassuring to observe that 80% of 
Australian firms do not have this problem, since they are not trying to minimize floats. 
An additional observation is that large organizations are the ones using floats. Large 
firms have a tendency to use tender offers for their financial services, and with that 
process it is not vital them to maintain close relationships with their banks. On the 
other hand, small organizations cannot take advantage of the tender system and must 
maintain a relationship with one or two banks. Corporate treasurers in these smaller 
organizations must set account structure to negotiate the best deals for their firms. 
Unfortunately, our empirical results do not support this view, and we observe that 
Company A Company B 
A owes B $50,000 
B owes A $80,000 
Netting $30,000 
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large organizations tend to set account structure/set-offs. This gives rise to another 
recommendation for smaller organizations, that is, adopt this principle. 
 
Figure 4.4 shows that only 15% of respondents tender banking services. As in bank 
transaction diversification, firms can compare and evaluate the services and charges 
offered by different banks. The results of this survey show that a relatively low 
percentage of Australian firms adopt this approach. An additional observation is that 
large firms tend to use more tenders, and we discuss three reasons why. First, 
according to the earlier section in this chapter related to the diversification of bank 
transactions, more than half of Australian firms do not diversify their banking services. 
In other words, smaller firms prefer to keep only one or two bank relationships. 
Obviously, such firms do not need to tender banking services. Second, smaller firms 
may have only limited amounts of transactions compared to large organizations, and 
hence tender banking services are not appropriate. Third, after the GFC, Australian 
firms have had a tendency to choose only between the Big Four banks. 
 
We refer to Figure 4.4 and Table 4.4 in the discussion below, unless stated otherwise. 
Only 14% of respondents have streamlined banking relationships. This means that 
86% of survey respondents prefer to choose banks rather than non-bank providers as 
their loan providers. We discuss two potential reasons for this practice. First, 
Australian firms are conservative and became even more cautious after the GFC. 
Therefore they preferred depositing their money in the Big Four banks during the 
crisis period. Given that they have a track record with these banks, these firms are 
more likely to choose their loan provider from among the Big Four banks. Second, 
non-bank providers such as PrimeRevenue are relatively new in the Australian market 
but are gradually becoming more popular. However, it takes time for Australian firms 
to alter their traditional cognition in financial philosophy. The small proportion of 
respondents in this case shows that PrimeRevenue has a great potential for growth if 
it manages to break the old perceptions of finance. 
 
A total of 12 firms in our survey reduce time frames or error margins. This low 
response rate does not mean that Australian firms are not willing to reduce time 
frames or error margins; it is the cost of such a practice that prevents them from doing 
so. The cost is not limited to the purchase of software and equipment, since there are 
other costs such as training, maintenance, software updates, and redesigning the 
software to fit the business. These technological advances are a great contribution in 
working capital management, but, unfortunately, there were not many users at the 
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time this survey was carried out. It is anticipated that this approach will become more 
common. 
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Fig. 4.4 Cash management methods in Australian firms. 
 
This figure presents the proportions of respondents adopting a particular method in cash management. Both the mean proportion and the confidence 
interval for each proportion are shown. The highest proportion is represented by a triangle and shows the upper confidence limit. The lowest proportion is 
represented by a diamond. The average proportion value is represented by a square.
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Table 4.4 Methods for Cash Management in Australian Firms 
 
This table presents the proportions of respondents adopting a particular method in cash management. The Z-test is used to test the null hypothesis that 
the firm does not use a particular metric to value working capital. Upper and lower limits of the mean proportion are reported, as are the numbers of 
respondent who selected each method. 
Cash management methods Upper limit Proportion
Lower 
limit 
Number of 
respondents Z-Stats
Reduce time frames/error margins 16% 10% 5% 12 3.65 
Manage cash through leading and lagging 19% 13% 7% 15 4.15 
Streamline bank relationships (e.g., PrimeRevenue online platform) 21% 14% 8% 17 4.46 
Tender for banking services 22% 15% 9% 18 4.61 
Account structure/set-offs 27% 19% 12% 23 5.34 
Minimize float 27% 19% 12% 23 5.34 
Emergency liquidity reserves 30% 22% 15% 26 5.77 
Manage cash through netting 32% 25% 17% 29 6.20 
Policy on key liquidity parameters (e.g., cash, equity, dividend 
forecasting) 44% 36% 27% 42 8.08 
Diversification of bank transactions 52% 43% 34% 51 9.48 
Meet payment in a timely manner 66% 57% 48% 67 12.45 
Centralization of cash management decisions 75% 67% 58% 79 15.46 
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Following these cash management approaches, we investigate the importance of 
factors such as foreign exchange rates, inflation level, liquidity on security markets, 
efficient financial systems, technological advances, market regulations, interest rates, 
financial/banking environment, economic environment, and security costs in cash 
management decisions. Respondents were asked to rate the importance of factors on 
a five-point Likert scale (0 means ‘not important’ and 4 means ‘very important’), and 
we test if the average rating for each factor is statistically greater than 2, where 
greater than 2 implies an important factor and less than 2 indicates an unimportant 
factor. The results are summarized in Figure 4.5 and Table 4.5, and the remainder of 
the discussion (until stated otherwise) relates to these results. It can be observed from 
Figure 4.5 that there are four statistically significant factors,7 namely, economic 
environment (rating of 2.87), financial/banking environment (rating of 2.66), efficient 
financial systems (rating of 2.47), and interest rates (rating of 2.45). The remaining six 
factors are all statistically below 2, namely, liquidity on security markets (rating of 
2.18), foreign exchange rates (rating of 1.96), market regulations (rating of 1.96), 
security costs (rating of 1.90), technological advances (rating of 1.61), and inflation 
levels (rating of 1.36). Table 4.5 also shows the factors perceived to be important for 
cash management in Australian firms, and the median, mode, percentage of 
respondents indicating different importance levels, and t-statistics are reported. 
 
Tsamenyi and Skliarova (2005) argue that the main determinants of international cash 
management practices are the banking and economic environment, liquidity on 
security markets, foreign exchange rates, efficiency of the financial system, inflation 
level, and market regulation. By reviewing the previous literature, Menyah (2005) 
concludes that the practice of cash management is driven by developments in 
communication and computer technology, market regulation, interest rates (borrowing 
costs), foreign exchange rates (currency conversion costs), and banking and 
economic environment. The results of our survey show that the most important factors 
determining cash decisions in Australian firms are the economic environment, the 
financial/banking environment, and efficient financial systems, with average ratings of 
2.87, 2.66, and 2.47, respectively. Since the survey was carried out during the GFC 
period, one can expect higher ratings for the efficiency of the financial system and the 
economic and banking environment. Later, Chapter 7 provides further evidence as to 
how these factors affect working capital policies. During a crisis period, market 
participants look forward to stabilization of the economy, which is a key element for a 
                                                 
7 The average rating is statistically greater than 2 at the 5% level. 
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safe banking environment, and an efficient financial system, and our respondents 
rated the economic environment as the most important factor in cash management. 
Our findings in terms of the importance of these three factors are consistent with the 
previous literature. 
 
Interest rates are the fourth factor that appears to be important to the respondents of 
our survey. Once again, it is important to remember the period during which this 
survey was carried out, that is, a crisis period. The government has cut interest rates 
significantly during this period and it affected all businesses in terms of lower 
borrowing costs. The findings of this study document just one of the major 
considerations of participants during this crisis period. During that same period, there 
was little to no mention of inflation being a major factor in the press. Our respondents 
did not see inflation as a major concern during the GFC period either. Similarly, other 
factors, such as liquidity in security markets, foreign exchange rates, market 
regulations, security costs, and technological advances, were not major concerns to 
the working capital managers. Remarkably, we could not establish the liquidity of the 
market or foreign exchange rates as important factors in cash management. One 
possible reason for the exchange rate not affecting our entire sample is that only 30% 
of firms have foreign exposure. A number of regulations were introduced during the 
GFC period, the most popular one being the short-selling restriction, but they do not 
seem to have an impact on cash management. Security costs were introduced in our 
survey questionnaire to capture the effect of terrorist threats, whereby firms managed 
their cash balances to cope with these threats. It is clear from our findings that steps 
taken during the terrorist attacks were not significant during the GFC period. 
Technological advances were introduced to capture all the latest developments in 
cash management but, consistent with our prior findings, we find that most firms pay 
less attention to these developments. 
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Fig. 4.5 Factors perceived to be important for cash management. 
 
This figure shows the importance of each factor for cash management in Australian firms. Respondents were asked to rate the importance of each item on 
a scale of 0 to 4, where 0 indicates an item is not important and 4 indicates great importance. The average rating for each item is also shown. 
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Table 4.5 Factors Perceived to Be Important for Cash Management 
 
This table presents the importance of each factor on a scale of 0 to 4, where 0 indicates a factor is not important and 4 indicates great importance. Low 
importance is the percentage of respondents indicating a rating of 0 or 1. Neutral is the percentage of respondents indicating a rating of 2. High importance 
is the percentage of respondents indicating a rating of 3 or 4. A t-test is used to test whether a rating is statistically different from the neutral point of 2. The 
median and mode of each factor are also reported. 
 
Factors affecting cash management Mean Median Mode 
Low 
importance 
(%) 
Neutral 
(%) 
High 
importance 
(%) 
t-Stats 
Level of inflation 1.36 1.00 1.00 58 30 12 -6.42 
Technological advances 1.61 2.00 2.00 46 32 22 -3.71 
Security costs 1.90 2.00 2.00 35 36 29 -0.98 
Market regulations 1.96 2.00 2.00 32 33 21 -0.38 
Foreign exchange rates 1.96 2.00 0.00 41 20 39 -0.32 
Liquidity on security markets 2.18 2.00 3.00 33 21 46 1.42 
Interest rates 2.45 3.00 3.00 25 21 54 4.03 
Efficient financial systems 2.47 3.00 3.00 19 23 58 4.28 
Financial/banking environment 2.66 3.00 3.00 19 21 60 6.10 
Economic environment 2.87 3.00 3.00 9 17 74 9.91 
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4.4 Inventory Management 
In the area of inventory management, we explore whether firms use material 
requirement planning (MRP), sales forecasting, just-in-time (JIT), economic order 
quantity (EOQ) or economic production quantity (EPQ) models, an enterprise 
resource planning (ERP) system, or supply chain management (SCM) in inventory 
management. The results summarized in Figure 4.6 and Table 4.6 indicate that sales 
forecasting is the most popular technique in inventory management within Australian 
firms, where 61–81% of respondents use this approach. The second most important 
method is MRP, with an average response rate of 62%. The third, fourth, fifth, and 
sixth most popular methods are SCM, ERP, JIT, and inventory models (EOQ or EPQ), 
respectively, with average response rates of 48%, 36%, 31%, and 21%, respectively. 
Such evidence is an addition to literature, since Belt and Smith (1991) show that only 
around 60% of Australian respondents prefer to use a computerized control system. 
 
Our results show that sales forecasting is the most important inventory management 
technique in Australia. Sales of a firm tend to fluctuate due to seasonality, the 
economic environment, and other factors. Therefore efficient sales forecasting is vital 
for capital budgeting, production schedules, and even the company’s future direction. 
Generally speaking, a sales forecast is a prediction based on previous sales history 
and is relatively simply to achieve. Firms can simply use a Microsoft Excel 
spreadsheet to predict sales or they can choose more complex software that takes 
into account comprehensive factors. 
 
As stated above, approximately 62% of respondents utilize an MRP system in 
inventory management. An MRP system can be regarded as an alternative form of 
sales forecasting. It is an information system that helps maintain the lowest level of 
inventory and make purchases, manufacturing, and delivery more predictable. 
Normally, the MRP system is software based and takes time to develop. Once any 
change occurs, for instance, a change in productivity level, a recalibration of the 
system is required. A redesign of the software can be both time-consuming and 
expensive. The maintenance costs can be a major reason why the remaining 38% of 
corporate treasurers do not use this approach. Another possibility is that the variety of 
inventory management approaches provides diversified options to firms. Firms tend to 
choose just one or two approaches in inventory management due to duplication of 
functionality. 
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Between 33% and 62% of respondents adopt SCM, which is the management of all 
activities involved in design, planning, manufacturing, storage, delivery, and payment. 
The integration management of functions for different phases of the supply chain 
makes the whole process more transparent and efficient. Globalization, outsourcing, 
and technological advances make SCM more competitive. However, half of the 
respondents do not use this approach, and we conclude two reasons why. First, 
corporate treasurers have a strategic role in optimizing the efficiency of their 
companies, that is, both the physical and financial sides of the supply chain. However, 
SCM accounts for only the physical part, whereas other software such as an ERP 
system covers both ends. Furthermore, the ANZ Bank and PrimeRevenue already 
provide both services. Unless SCM improves its platform, it will become redundant 
over time. Second, large organizations that trade internationally seem to be more 
amenable to this approach, and we discuss this issue in more detail in Chapter 5. 
 
As discussed in Section 2.3.1, there is a debate among academics on the 
effectiveness of ERP systems in other parts of the world. The results of our research 
show that around 36% of respondents utilize ERP in Australia. Although the 
proportion is not as large as for other approaches discussed previously, this is 
evidence of ERP usage in Australia. This low percentage is in accordance with the 
literature, which argues that the cost of running an ERP system is high. Hence, there 
is growth potential for ERP systems in Australia. 
 
According to Belt and Smith (1991), 36% of Australian respondents were using JIT 
and 28% of respondents were planning to use it. The results of our research show that 
around 31% of respondents utilize JIT in inventory management. We observe that the 
proportion of JIT users is similar, if not slightly lower, to that in the survey conducted 
by Belt and Smith (1991). Furthermore, we show that the prediction of increased JIT 
usage did not come true. The major reason for the decreasing adoption of JIT is the 
development of alternative inventory management systems, for instance, ERP, SCM, 
and other approaches discussed previously. Another reason is that JIT is more suited 
for the manufacturing industry, and the number of such firms in Australia is limited. 
 
Around 21% of respondents employ inventory models such as EOQ and EPQ. The 
principle goal for many inventory management techniques is to minimize ordering and 
storage costs. Inventory models such as EOQ and EPQ are used to compute such 
costs. The results of our research show that EOQ and EPQ are used by a small 
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proportion of Australian corporate treasurers. Before the ERP system came into being, 
EOQ and EPQ were standalone computational models. With the introduction of the 
ERP system, these two models are built into this integrated package. The use of ERP 
is also evidence of managers using the EOQ and EPQ systems.
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Fig. 4.6 Inventory management approaches in Australia. 
This figure presents the proportions of respondents adopting a particular method in inventory management. Both the mean proportion and the confidence 
interval for each proportion are shown. The highest proportion is represented by a triangle and shows the upper confidence limit. The lowest proportion is 
represented by a diamond. The average proportion value is represented by a square.
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Table 4.6 Inventory Management Approaches in Australian Firms 
 
This table presents the proportions of respondents adopting a particular method in inventory management. A Z-test is used to test the null hypothesis that 
the firm does not use a particular method in working capital management. Upper and lower limits of the mean proportion are also reported, as are the 
numbers of respondents who selected each approach. Here N is the number of inventory management observations.  
Methods Upper limit Proportion 
Lower
limit 
Number of 
respondents 
N Z-Stats
Inventory models (EOQ, EPQ, etc.) 34% 21% 9% 9 44 3.46 
JIT 45% 31% 17% 15 44 4.44 
ERP system 50% 36% 22% 16 44 4.94 
SCM 62% 48% 33% 21 44 6.32 
MRP 76% 62% 48% 27 44 8.46 
Sales forecasting 87% 74% 61% 32 44 11.14 
 - 113 -  
4.5 Accounts Receivable Management 
We also test whether Australian firms prefer to use accounts receivable rather than 
cash. Out of the 118 respondents, only 75 prefer to use accounts receivable. Hence 
we conclude that a greater proportion of Australian firms are willing to use accounts 
receivable rather than cash, a result consistent with Asselbergh (1999). We further 
test the motivation for such a practice as postulated by Asselbergh (1999), that is, the 
reasons for managers to prefer using account receivables rather than cash. The five 
motives postulated were operating motives, financial motives, transaction motives, 
price motives, and tax-based motives. The results summarized in Figure 4.7 and 
Table 4.7 indicate that the operating motive is the most important motivation, with 
56% of respondents choosing this motive. The benefits arise in the following way. 
Instead of the firm paying for storage costs, they will engage in selling their products 
on credit to their clients, and this is referred to as the operating motive. It is a win–win 
situation for the client and the firm, since they both enjoy the payment delay. The 
second, third, and fourth most important motivations are, respectively, financial 
motives, transaction motives, and price motives, with response rates of 43%, 41%, 
and 16%, respectively. According to Asselbergh (1999), the buyer will enjoy the 
financial benefit if trading on credit. The corporate treasurer of the buying firm will be 
better off by buying on credit rather than borrowing from a financing institution to 
purchase their product. The transaction motives involve encouraging early 
repayments and the price motive involves creating hidden price cuts. The tax-based 
motive, with a response rate of 7%, does not appear to be important. Asselbergh 
(1999) argues that suppliers with higher tax rates are more likely to provide trade 
credit, since high tax paying suppliers have lower after-tax financing costs. 
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Fig. 4.7 Motivations for Australian firms to use accounts receivable rather than cash. 
 
This figure presents the proportions of respondents choosing a particular motivation to use accounts receivable rather than cash. Both the mean 
proportion and the confidence interval for each proportion are shown. The highest proportion is represented by a triangle and shows the upper confidence 
limit. The lowest proportion is represented by a diamond. The average proportion value is represented by a square. 
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Table 4.7 Motivations for Australian Firms to Use Accounts Receivable Rather than Cash 
 
This table presents the proportions of respondents choosing a particular motivation to use accounts receivable rather than cash. A Z-test is used to test 
the null hypothesis that the firm does not use a particular method in working capital management. Upper and lower limits of the mean proportion are also 
reported, as is the number of respondents who selected each motive. Here N is the total number of respondents who prefer to use accounts receivable 
rather than cash. 
Methods Upper limit Proportion 
Lower
limit 
Number of 
respondents 
N Z-Stats
Tax-based motives 12% 7% 1% 5 75 2.31 
Price motives 24% 16% 8% 12 75 3.78 
Transaction motives 52% 41% 30% 31 75 7.27 
Financial motives 54% 43% 31% 32 75 7.47 
Operating motives 67% 56% 45% 42 75 9.77 
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4.6 Debt Management 
We investigate the importance of the following factors in debt management: 
 
(1) Industry debt levels 
(2) Debt limitations 
(3) Issuance of debt in a low interest rate environment 
(4) Preference of debt over equity and internal funds 
(5) The core debt level and seasonality 
(6) Credit ratings 
(7) The tax advantage of interest deductibility 
(8) Diversification of debts 
(9) Potential costs of bankruptcy 
(10) Costs of issuing debt 
(11) Volatility of earnings and cash flows 
(12) Financial flexibility 
 
Respondents were asked to rate the importance of these factors on a five-point Likert 
scale, where 0 means ‘not important’ and 4 means ‘very important’. Similar to earlier 
sections, we test if the average rating for each factor is statistically different from 
(greater than) 2. The results summarized in Figure 4.8 indicate that there are six 
statistically significant factors: financial flexibility (rating of 3.13), the volatility of 
earnings and cash flows (rating of 2.91), costs of issuing debt (rating of 2.55), the 
potential costs of bankruptcy (rating of 2.44), diversification of debt (rating of 2.43), 
and the tax advantage of interest deductibility (rating of 2.42). The remaining seven 
factors are statistically below 2, and these are credit ratings, the issue of debt when 
internal funds are insufficient, the core debt level fluctuates with seasonal or other 
business aspects, the use of debt when equity is undervalued, issue debt when 
interest rates are particularly low, debt limitations so that customers/suppliers are not 
worried about the firm going out of business, and the industry debt level. Table 4.8 
also shows the factors perceived to be important for debt management in Australian 
firms, and this time the median, mode, percentages of respondents indicating different 
importance levels, and t-statistics are also reported. 
 
Graham and Harvey (2001) indicate that the most important item affecting corporate 
debt decisions in the USA is management’s desire for financial flexibility. The results 
 - 117 -  
of our survey show that financial flexibility is also at the top of the list of other 
determinants factors affecting debt decisions in Australia. Around 84% of the 
respondents agree that financial flexibility is important. This shows that firms must 
balance their debt obligations, solvency, and liquidity before issuing any new debt. For 
example, a firm with high debt and interest obligations with weak solvency and 
liquidity is no longer very suitable for issuing new debt. It can be argued that the GFC 
reinforced this view within the industry (note that we do not directly test for the effect 
of the GFC on financial flexibility). 
 
Volatility of earnings and cash flow is the second most important item, with an 
average rating of 2.91. Around 75% of the respondents indicate this factor is of great 
importance. According to the trade-off theory, firms reduce their debt when the 
probability of financial distress or bankruptcy is high. Our results show that corporate 
treasurers are concerned with volatility in earnings or cash flow, which is consistent 
with the trade-off theory. Other evidence to support the trade-off theory is that 
Australian managers view the potential cost of financial distress or bankruptcy as a 
vital element. There is little doubt that the crisis period, during which the survey was 
carried out, had a positive bias on our results, but unfortunately we did not control for 
this factor in the survey questionnaire. 
 
The third most important factor is transactions cost and fees. Empirical studies show 
that transaction costs discourage debt usage. According to Fischer, Heinkel, R. and 
Zechner (1989), firms avoid or delay issuing security due to issuance costs. The 
results of this study provide evidence for that argument. Diversifying debt due to risk 
concerns is another important factor, and it is in alignment with the view of Graham 
and Harvey (2001), who argue that capital structure can be used manage risk. In a 
similar vein, foreign debt can be used as a natural hedge for foreign revenues. The 
lessons learnt from the GFC have encouraged managers to diversity bank 
transactions, and our empirical findings support this principle. The last statistically 
important factor in debt policy is the tax advantage of interest deductibility. As shown 
in the trade-off theory, the tax advantage of interest deductively is one of the benefits 
of issuing debt, and it is normally balanced by the cost of debt. However, firms with 
high corporate tax rates or financial flexibility can enjoy the tax advantage. 
 
At first glance, it is startling to observe that credit rating is not rated as an important 
factor in debt policy. When we consider the work of Graham and Harvey (2001) and 
other literature, we find credit rating to be a key indicator of financial distress, and it 
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can significantly affect firm debt policy. And yet, the statistical results of this research 
do not support this argument. The main reason for this result could be the small 
number of firms within our sample that do have a credit rating. In Australia, a small 
proportion of firms have credit ratings, and obtaining a credit rating is an expensive 
exercise (please refer to Section 5.3 for details). To avoid duplication, we discuss the 
remaining unimportant factors in the following chapter. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
,
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Fig. 4.8 Factors perceived to be important for debt management in Australian firms. 
 
This figure shows the importance of each factor for debt management in Australian firms. Respondents were asked to rate the importance of each item on 
a scale of 0 to 4, where 0 indicates no importance and 4 indicates high importance. The average rating for each item is reported. 
Note: An asterisk indicates that the number is statistically greater than 2 and hence an important factor. 
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Table 4.8 Factors Perceived to Be Important for Debt Management in Australian Firms 
 
This table presents the importance of each factor, on a scale of 0 to 4, where 0 indicates no importance and 4 indicates high importance. Low importance 
is the percentage of respondents indicating a rating of 0 or 1. Neutral is the percentage of respondents indicating a rating of 2. High importance is the 
percentage of respondents indicating a rating of 3 or 4. A t-test is used to test whether a rating is statistically different from the neutral point 2. The median 
and mode of each factor are also reported. 
 
Factors affecting cash management Mean Median Mode 
Low 
importance 
(%) 
Neutral 
(%) 
High 
importance 
(%) 
t-Stats 
The debt levels of other firms in your industry 1.58 2.00 0.00 49 25 25 -2.31 
Limit debt so your customers/suppliers are not 
worried about your firm going out of business 1.61 1.00 1.00 52 24 24 -2.40 
Issue debt when interest rates are particularly low 1.72 2.00 2.00 35 36 29 -1.68 
Use debt when your equity is undervalued 1.92 2.00 2.00 33 36 31 -0.49 
The core debt level fluctuates with seasonal or other 
aspects of the business 2.02 2.00 3.00 31 26 43 0.11 
Issue debt when your internal funds are not sufficient 2.26 2.00 3.00 26 25 49 1.86 
Credit ratings 2.29 3.00 3.00 29 16 55 1.53 
The tax advantage of interest deductibility 2.42 3.00 4.00 31 16 53 2.16 
Diversify your debts due to risk concerns 2.43 3.00 3.00 20 25 55 2.74 
The potential costs of bankruptcy, near-bankruptcy, 
or financial distress 2.44 3.00 3.00 22 25 53 2.46 
The transactions costs and fees for issuing debt 2.55 3.00 3.00 13 30 57 3.85 
The volatility of earnings and cash flows 2.91 3.00 3.00 11 14 75 7.41 
Financial flexibility 3.13 3.00 3.00 7 9 84 9.19 
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In addition, this thesis investigates the preferred funding methods of Australian firms. 
Both Figure 4.9 and Table 4.9 illustrate that term loans are the most popular source of 
funding, with 54% of respondents utilizing it. This is also in accordance with the ease 
of obtaining financing with banking institutions when compared with the issuance of 
debt in the form of debt securities. The second most important method is use of an 
overdraft facility, with an average proportion of 49% of respondents. The order of 
preference is then money markets, bank bills, bonds, cash advantage, stocks, and 
finally debentures. The results of our survey show that Australian firms explicitly follow 
the pecking order theory, whereby the order for external funding is debt first, 
convertible security second, and equity last. Funding from banks is always the first 
preference for Australian firms (term loans, overdraft, cash advances, and bank bills). 
Around 30% of Australian corporations issue bonds and debentures. We also observe 
that larger organizations prefer to issue bonds and stocks (see our discussion later in 
Chapter 5). 
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Fig. 4.9 Preferred sources of funding. 
 
This figure presents the proportions of preferred sources of funding for Australian firms. Both the mean proportion and the confidence interval for each 
proportion are shown. The highest proportion is represented by a triangle and shows the upper confidence limit. The lowest proportion is represented by a 
diamond. The average proportion value is represented by a square. 
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Table 4.9 Preferred Sources of Funding 
 
This table presents the proportions of respondents choosing a particular motive to use accounts receivable rather than cash. A Z-test is used to test the 
null hypothesis that the firm does not use a particular method in working capital management. Upper and lower limits of the mean proportion are also 
reported, as are the numbers of respondents who selected each funding source. Here N is the total number of respondents who responded to the debt 
management questions. 
Methods Upper limit Proportion
Lower 
limit 
Number of 
respondents 
N Z-Stats
Debentures 5% 2% 0% 1 59 1.01 
Stocks 18% 10% 2% 6 59 2.58 
Cash advances 33% 22% 11% 13 59 4.08 
Bonds 38% 27% 16% 16 59 4.69 
Bank bills 40% 29% 17% 17 59 4.89 
Money market  42% 31% 19% 18 59 5.09 
Overdraft/line of credit 62% 49% 36% 29 59 7.55 
Term loans 67% 54% 42% 32 59 8.36 
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4.7 Risk Management 
The concept of risk management within working capital management is relatively new, 
and this section discusses the empirical findings of risk management in terms of cash 
and liquidity risk, operational risk, foreign exchange risk, interest rate risk, credit risk, 
and political risk in working capital management. The results summarized in Figure 
4.10 and Table 4.10 indicate that four risks are statistically significant: cash and 
liquidity risk (rating of 3.68), operational risk (rating of 3.03), credit risk (rating of 2.45), 
and interest rate risk (rating of 2.42). The remaining two risks, foreign exchange risk 
and political risk, are not statistically important. 
 
Liquidity risk is perceived as the most important risk in our results. This is consistent 
with the GFC era, where firms had to maintain a decent liquidity position so that they 
did not fall into the insolvent or financial distress firm category. Operational risk is the 
risk of any failure in the process of conducting business, and minimizing this risk 
enhances customer satisfaction. The high rating on operational risk shows that 
conducting business in an efficient way during a crisis period is vital to a firm’s survival. 
A major lesson learnt in the last crisis is to deal with parties that have robust credit 
ratings. Consequently, most Australian organizations were on the alert and took credit 
risk very seriously. According to Smith and Thompson (2007), credit risk is critical to a 
company’s debt policies. During the financial crisis, many large corporations or even 
countries were downgraded from their credit ratings, and many organizations were 
either in financial distress or insolvent. Banks and other financial institutions would 
only provide additional loans after a thorough analysis of a company’s credit risk. 
Around the same time, market participants were concerned about the consistent and 
persistent increase in interest rates. As a result, we note interest rate risk as another 
important factor. We fail to show that foreign exchange risk is important, for two 
possible reasons. First, only a small proportion of firms in our sample had foreign 
exposure and, second, the Australian dollar was appreciating against the US dollar. 
Political risk was rated low, since the GFC caught the attention of most practitioners 
surveyed. Given that the survey was conducted during the GFC period, the results are 
positively biased towards the importance of risk management. 
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Fig. 4.10 Importance of risk management during the GFC period. 
 
This figure shows the importance of different risks in risk management during the GFC period. Respondents were asked to rate the importance of each item on 
a scale of 0 to 4, where 0 indicates no importance and 4 indicates high importance. The average rating for each item is reported. 
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Table 4.10 The Importance of Risk Management During the GFC 
 
This table presents the importance of each factor, on a scale of 0 to 4, where 0 indicates no importance and 4 indicates high importance. Low importance 
is the percentage of respondents indicating a rating of 0 or 1. Neutral is the percentage of respondents indicating a rating of 2. High importance is the 
percentage of respondents indicating a rating of 3 or 4. A t-test is used to test whether a rating is statistically different from the neutral point 2. The median 
and mode of each factor are also reported. 
 
 
 
 
 
 
 
 
 
 
Factors affecting cash management Mean Median Mode 
Low 
importance 
(%) 
Neutral 
(%) 
High 
importance 
(%) 
t-Stats 
Political risk 1.77 2.00 2.00 45 26 29 -1.88 
Foreign exchange risk 2.26 2.00 4.00 31 20 49 1.93 
Interest rate risk 2.42 3.00 3.00 26 20 54 3.54 
Credit risk 2.45 3.00 3.00 27 18 55 3.87 
Operational risk 3.03 3.00 3.00 8 12 78 10.62 
Cash and liquidity risk 3.68 4.00 4.00 3 3 94 26.42 
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4.8 Conclusion 
This chapter investigates working capital management practices in Australia. By 
applying a methodology similar to that of Belt and Smith (1991) and Graham and 
Harvey (2001), this chapter examines working capital policies, cash management, 
inventory management, accounts receivable management, debt management, and 
risk management in Australia. The empirical analysis shows that most Australian firms 
take conservative or moderate strategies in their working capital policy during the 
GFC period. As a contribution to the previous debate, this chapter shows that cash, 
inventory, accounts receivable, debt, and risk are all important parts of working capital 
management in Australia. Particularly, risk management was perceived as important 
in working capital management during the GFC period. During the last two decades, 
working capital practice has undergone a serious transformation with the advent of 
new tools and products within the field. Key value metrics, new methods and 
approaches in working capital management were discussed in this chapter. In 
addition to the working capital practice, this chapter also reveals that external factors 
such as macroeconomic conditions influence working capital practice. It also indicates 
that Australian working capital managers prefer to use accounts receivable rather 
than cash. Finally, debt policies and preferred funding methods in Australian 
corporations are found to be consistent with the pecking order theory and trade off 
theory. 
   
 
 
 - 128 -  
CHAPTER 5 
FUNDAMENTAL ANALYSIS OF 
WORKING CAPITAL MANAGEMENT 
5.1 Introduction 
Following the analysis of working capital practices in Australia, this chapter explores 
the fundamental factors affecting working capital management. The literature on 
fundamental factors shows that a number of factors affect firm performance and 
managerial decisions. Although Belt and Smith (1991) investigate working capital 
practices in Australia, they examine only limited fundamental factors such as size and 
profitability. This research adopts the structure of Graham and Harvey’s (2001) survey 
and adjusts it as more fundamental factors are investigated. In particular, this chapter 
investigates whether the fundamental factors of size, credit rating, foreign sales, 
listing, firm performance, gender, age, education, and industry affect working capital 
decisions. Respondents are subcategorized based on different fundamental 
characteristics, and working capital management practices of subsamples are thus 
examined.  
 
The rest of this chapter is organised as follows. Sections 5.2 to 5.10 present the 
empirical results of size, credit rating, foreign sales, listing, firm performance, gender, 
age, education, and industry, respectively. Section 5.11 concludes this chapter. 
 
5.2 Size 
Wu (2001) and Chiou et al. (2006) show that large firms tend to have more operating 
activities, and our results support this argument. Respondents were subcategorized 
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into two groups, large firms and small firms, based on annual revenue. Organizations 
with an annual revenue greater than $100 million are classified as large firms. We 
observe that in most cases, a higher proportion of large organizations use more 
sophisticated working capital management approaches. For instance, Table 5.1 
shows that 32% of large firms are more likely to use goal setting, while only 18% of 
small organizations use this approach. Between the two categories, there is a 14% 
difference in proportions, and the t-statistics show that there is a statistical difference 
at the 10% level of significance. We now cross-analyse this result with the findings of 
Chapter 4, where we document that 75% of working capital managers in Australia do 
not set   targets. On the one hand, we state that working capital managers are not 
particularly good at setting targets and, on the other, we state that this problem is 
more pronounced for small firms. We find similar statistical differences in the cash 
conversion cycle, or the CCC (see Table 5.2, column 4), the weighted average cost of 
capital, or WACC (see Table 5.2, column 6), and rollover agreements (see Table 5.3, 
column 1). Conversely, the results in Table 5.2 show that small firms are more likely to 
use so-called stock measures8 such as net working capital as metrics. 
 
The practice of large organizations to adopt rollover agreements shows that large 
firms maintain good relationships with banks. This is consistent with the literature, 
where Anvari and Gopal (1983), Soenen (1986), and others show that large firms 
maintain a number of bank relationships while small firms keep only one or two. 
Furthermore, as illustrated in Table 5.4, large firms are more likely to diversify bank 
transactions, have account structure/set-offs, and use tender offers for banking 
services. This evidence shows that large firms have the advantage in banking 
relationship management, and it is possible that their large transaction volumes 
provide good bargaining power. 
 
                                                 
8 These measures are strictly from the balance sheet (see Belt and Smith, 1991). 
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The results in Table 5.4 also show that large firms are more likely to manage cash 
through netting, minimizing float, and setting aside emergency liquidity reserves. This 
is a rational result, since only large firms with subsidiaries or international trading can 
benefit from netting. Large firms tend to use float, since they can benefit more from 
technical payment delays due to large volumes of transactions. We can argue that 
large firms are more likely to minimize float during a financial crisis as part of their risk 
management tool. In a similar vein, large organizations are more likely to set aside 
emergency liquidity reserves in their cash management as a precaution. 
 
As shown in Tables 5.4 and 5.6, respectively, large firms prefer to use forecasting 
techniques for cash and inventory management. The results in Table 5.6 also show 
that the adoption of supply chain management (SCM) is also more prevalent in large 
firms, since these tend to have more partners involved in their supply chain and they 
must ensure transparency and efficiency for the supply chain. 
 
The findings from Tables 5.5, 5.8, and 5.10 show that size difference is an important 
aspect of cash management, debt policy, and risk management, respectively. Table 
5.5 shows that large firms attach higher ratings for factors such as interest rates, 
foreign exchange rates, efficient financial systems, technological advances, and 
financial/banking environment in cash management. Large firms must consider the 
interest rate, efficient financial systems, and banking and financial environment more, 
since they have more business activity than small firms. Most large firms are 
multinational businesses with high levels of exports and imports, and therefore foreign 
exchange rates are vital to their cash management. Technological advances are also 
important for larger companies. For the same investment amount in technology, larger 
corporations can benefit more than small ones due to economies of scale. The same 
argument can be used to explain the various forecasting models and control systems 
used by large firms. 
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Table 5.10 shows that large firms attach higher ratings to interest risk, credit risk, and 
foreign exchange risk, consistent with previous findings; that is, large firms must 
consider the interest rate and efficient financial systems more, since these are vital to 
foreign exchange rates. The results in Table 5.8 indicate that large firms are prone to 
the pecking order theory, since they issue debt when internal funds are insufficient. 
This is a reasonable result, since large firms with subsidiaries can be financed 
internally, which is why large firms tend to utilize netting in cash management. Large 
firms also tend to have more leverage and options in financing, and thus have a 
higher propensity to diversify their debts due to risk concerns and the tax advantages 
of deductible interest. Large firms also prefer bonds and term loans (see Table 5.9). 
This is because large firms with higher credit ratings can be financed more easily than 
small firms due to the relatively low cost of issuing long-term debt. 
 
The results in Table 5.7 show that large firms prefer to use accounts receivable rather 
than cash when compared with small firms due to financial motives, transaction 
motives, and operating motives. As mentioned previously, large firms have more 
transactions, so that they can benefit more from payment delays, discounts for early 
payment, and relatively low financing costs by trade credit. 
5.3 Credit Rating 
The results of this survey show that around 74% (89 out of 120) of Australian firms do 
not have credit ratings. One reason why a smaller proportion of companies have 
credit ratings is because of the cost of obtaining these ratings. The high cost 
associated with obtaining a rating implies that only large corporations can afford to do 
so. Hence firms that do have credit ratings are generally large firms, and the results 
for credit ratings are similar to the findings discussed above. All the tables in this 
chapter have a section on credit rating, and the results in these tables largely confirm 
that large firms and those with credit ratings have similar approaches to working 
capital management. As the credit ratings of only two companies are less than the 
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investment grade, we just test the performance difference between firms with 
investment grade rating and firms without credit rating in this research.  
5.4 Foreign Sales 
According to the findings in Table 5.1, firms with high levels of foreign sales tend to 
design performance drivers to optimize each subprocess and thus increase 
productivity. This supports the argument that exporting firms tend to outperform 
non-exporting firms when comparing productivity (Bernard and Jensen, 2004; Girma 
et al., 2004). The adoption of the CCC is more prevalent for exporting firms, as shown 
in Table 5.2, and this is an indication that exporters may be using this value metric to 
measure and control for their liquidity risk. Table 5.3 shows that Australian exporting 
firms utilize more rollover agreements and factoring. Furthermore, more consideration 
is given to the volatility of earning and cash flows by firms with foreign sales, as shown 
in Table 5.8. Table 5.4 shows that firms with foreign exposure have a higher 
propensity to use emergency liquidity reserves, leading and lagging, and bank 
transaction diversification. Firms with foreign sales are more likely to control for 
liquidity, market, operational, political, and foreign exchange risks. They are also more 
aware of the banking/financial and economic environments (see Table 5.5). 
Surprisingly, firms with foreign exposure appear to attach a low importance to interest 
rates, and at best we rationalize this by arguing that these firms have good interest 
rate management tools. This section shows that operating in a global environment is 
different from operating in the Australian market alone, and as a result there is a major 
difference in the tools used by working managers. 
 
Table 5.6 shows that a just-in-time (JIT) philosophy and SCM are at the top of other 
inventory management approaches for exporting firms. The two approaches, JIT and 
SCM, are used to improve returns on investment, since they help reduce carrying 
costs. It can be seen from Table 5.6 that exporting firms prefer to use accounts 
receivable rather than cash due to financial motives. As mentioned before, firms with 
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foreign sales must ensure their financial flexibility and trade credit. Trade credit can be 
an efficient funding source for exporting firms due to the absence of interest costs. In 
addition, the factoring method is utilized to transform accounts receivable into liquidity. 
It is noticeable from Table 5.9 that the money market and term loans are the preferred 
funding methods for exporting firms. Term loans are popular due to their relative low 
cost and, furthermore, rollover agreements make this financing method more 
attractive. This is also consistent with the findings of rollover agreements for exporting 
firms. 
 
Firms with foreign sales are also likely to be larger so, similar to the credit rating 
classification, it is likely that the conclusions for foreign sales will be correlated with 
those for size. These sorts of correlations emphasise the relevance of focusing on the 
analysis results from multivariate regression modelling that will be analysed in detail in 
Chapter 8. 
5.5 Listing 
Most firms in our sample are companies listed on the Australian Stock Exchange 
(ASX); however, 20 of the Finance and Treasury Association’s respondents are 
non-listed companies. The results in Tables 5.1 to 5.10 present the differences 
between listed and non-listed companies. Tables 5.1, 5.2, and 5.4 show that listed 
companies are less likely to emphasize the importance of working capital within the 
organization, design performance drivers, use the CCC as a value metric, tender for 
bank services, or minimize float. This means that non-listed companies somehow 
better manage their working capital since less funding opportunities are available for 
them. It supports the argument that listed firms have easier access to external equity. 
The results also show that listed companies are more likely to embed change 
management; however, the mean proportion of listed companies adopting this 
approach is only 5%. Such a percentage is small and can be regarded as negligible. 
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Table 5.5 shows that listed companies attach more importance to liquidity in security 
markets when they manage their cash. Listed firms are under greater scrutiny from 
the market, as well as regulators and the stock exchange. They are mindful of liquidity 
in security markets, including short-term bill markets and bond and equity markets, 
since the level of liquidity indicates the ease of access to these markets. However, 
non-listed companies do not face such strict scrutiny. Table 5.7 shows that both listed 
and non-listed companies prefer to use accounts receivable rather than cash. 
However, non-listed companies are prone to operating and transaction motives. 
Tables 5.9 and 5.10 show that listed companies prefer to use bank bills and stocks, 
which is consistent with a framework where they have easier access to both the 
money and equity markets. It is easier for listed companies to issue new debt through 
the debt market when compared to non-listed companies. However, the results in 
Table 5.9 show that the proportion attached to the stock market is only 13%, 
suggesting that Australian firms follow the pecking order theory; that is, stock is the 
last preference for financing. Listed companies attach more importance to political risk 
factors than non-listed companies. 
5.6 Firm Performance 
Generally, we find that there is no major difference between successful and poorly 
performing firms, with the exception of risk control and cash management. This is 
consistent with Madhou et al. (2011), who argue that unsuccessful firms appear to 
mimic the capital structure of successful businesses. However, we detect some minor 
differences. For instance, from Table 5.1, we gather that successful firms are less 
likely to emphasize the importance of working capital within an organization than 
unsuccessful ones. Furthermore, such firms tend to use performance drivers to 
improve the efficiency of their operations, and firms incurring losses do not attach the 
same importance to these key performance indicators (KPIs). 
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The results in Tables 5.2, 5.5, and 5.10 also show that successful firms emphasize 
more the importance of managing interest risk and foreign exchange risk than 
troubled firms. Successful firms appear to care more about inflation than unsuccessful 
ones. Table 5.3 shows that successful firms are less likely to use collection agencies, 
outsourcing, and factoring than unsuccessful ones. This shows effective control on 
liquidity and default, which unsuccessful corporations must improve. We also observe 
a low proportion of outsourcing for successful firms and argue that this is more of an 
industry factor rather than the profitability of a firm. Table 5.4 shows that successful 
firms maintain better banking relationships and rely less on leading and lagging when 
compared to troubled firms. Table 5.7 shows that both successful and unsuccessful 
firms prefer to use accounts receivable; however, unsuccessful firms attach higher 
ratings to tax-based motives. 
 
5.7 Gender 
Corporate treasury in Australia is a male-dominated environment and, as expected, 
there are only 10 female participants in our research. The results in Table 5.1 show 
that male respondents aim to outperform industry average targets, while female 
respondents prefer goal setting. This is consistent with Jianakoplos and Bernasek 
(1998), who also find this risk aversion in women. In terms of value metrics, males rely 
more on risk management metrics, while females prefer the WACC as a value metric 
(see Table 5.2). This could mean that male corporate treasurers understand that they 
are taking risks and thus rely more on these risk management tools. Females, on the 
other hand, are risk averse and tend to take less risk. As such, they do not rely on risk 
control metrics. Furthermore, Table 5.8 shows that women take advantage of the tax 
deductibility of interest, and it is possible that, for this reason, they do not issue more 
debt when interest is low. A second potential explanation is that leverage increases 
risk. Another interesting finding is that women believe that credit risk and interest risk 
are important risk factors (see Table 5.10). Table 5.8 also shows that women seem to 
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disregard the pecking order theory, since they do not issue debt when internal funds 
are insufficient. 
 
5.8 Age 
There are no major differences between old and young corporate treasurers, with the 
exception of younger corporate treasurers tend to believe that credit rating is more 
important in debt policy, younger generations choose cash advance and older 
managers prefer stocks, and consider operating risk more important than younger 
ones. The last observation is consistent with Trimpop’s (1994) argument that elderly 
people are more risk averse. The findings of this survey generally support the view 
that age discrimination should not be a factor when recruiting working capital 
managers, and the philosophy of the best person for the job should be applied at all 
times. 
 
5.9 Education 
Fresh graduates from universities will typically not be given the role of managing 
working capital in Australia, since such positions are available to these graduates only 
after years of experience. Our findings support this view. In most of the cases, it does 
not matter whether a working capital manager has a technical qualification, 
undergraduate degree, or a postgraduate degree. On-the-job training is highly 
regarded for this position. However, some differences are observed. Corporate 
treasurers with postgraduate degrees tend to understand and design performance 
drivers (see Table 5.1). Postgraduate managers utilize more complex measurements, 
namely, return on investment and risk management, while undergraduates prefer 
simple net working capital (see Table 5.2). Postgraduates tend to set aside 
emergency liquidity reserves (see Table 5.4). Table 5.5 shows that postgraduates 
attach relatively higher ratings to market regulations, the financial/banking 
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environment, and the economic environment. It can be seen from Table 5.7 that 
postgraduates prefer accounts receivable because of tax-based motives. Finally, from 
Table 5.9, we observe that postgraduates utilize more bank bills. If we consider these 
findings more closely, we may argue that, for example, MBA programmes can have a 
major impact on the way corporate treasurers conduct business, use KPIs, and 
manage risk. In that sense, our findings are consistent with the literature, in that 
education enhances managerial ability. 
 
5.10 Industry 
The participants were asked to select one industry out of 10 following the Global 
Industry Classification Standard (GICS), and an additional option, ‘other’, was also 
given. However, the survey results show that respondents mainly fall within four 
categories, namely, materials, industrials, financials, and energy. We test whether 
there is an industry effect in working capital management. The results of this research 
show that working capital policies vary among industries, which is consistent with 
Merville and Tavis (1973) and McCosker (2000). First, materials firms manage 
accounts receivable properly and tend to emphasize inventory and financial flexibility 
control. Moreover, the industrial sector aims to outperform industry average targets, 
while the other three groups do not. Third, the financial industry does not use 
inventory management and focuses more on liquidity and risk management, as would 
be expected. Lastly, energy firms prefer to have a clear organizational structure and 
involve corporate governance in working capital management, and they are likely to 
centralize cash management. More specific details are given in the following sections. 
 
5.10.1 Materials 
 
The results in Table 5.2 show that firms in the material sector do not utilize the CCC or 
WACC as value metrics. Instead, firms focus on other metrics, such as net working 
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capital and risk management. Table 5.3 also shows that materials firms do not utilize 
collection agencies, and their performance shows that they managed accounts 
receivable properly during the global financial crisis period of this study. As shown in 
Table 5.4, materials firms do not manage cash through netting, do not maintain 
streamlined bank relationships, nor do they tender for banking services. Interestingly, 
we observe that some approaches are not adopted by any materials firms. Table 5.5 
shows that technological advances and interest rates are unimportant factors in the 
cash decisions of these organizations. According to the results in Table 5.6, material 
requirement planning is important in that sector. Table 5.8 shows the importance of 
financial flexibility and volatility in debt policies, and respondents attach a relatively 
lower importance to transaction costs, issue costs, and interest rates when issuing 
new debt. Materials firms are unlikely to use overdraft, and they do not deem interest 
rate and credit risk to be important during this period (see Tables 5.9 and 5.10, 
respectively). 
 
5.10.2 Industrials 
 
The results in Table 5.1 show that firms in the industrial sector aim to outperform 
industry average targets, while the other three groups do not (with a mean proportion 
of zero). Moreover, firms within that industry prefer to use rollover agreements and do 
not use securitization or outsource (see Table 5.3). A larger proportion of firms will 
adopt netting (internal funds), and this illustrates the preference of internal funding 
and thus supports the pecking order theory. Furthermore, the lowest preference for 
stock also supports this theory (see Tables 5.4 and 5.9). The results in Table 5.4 also 
show that tenders for banking services are not a popular principle for this industry. It 
can be seen from Table 5.5 that foreign exchange rates are important and liquidity in 
security markets is not. Industrials also prefer to use SCM to enhance inventory 
control (see Table 5.6). 
 
5.10.3 Financials 
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The results in Table 5.2 show that financial firms rely more on risk management and 
do not benchmark against competition when compared with the other three industries. 
Financial firms are unlikely to utilize collection agencies or factoring. This is consistent 
with financial firms being without sales and traditional accounts receivable. They are 
also unlikely to minimize float, manage cash through leading and lagging, or tender 
for banking services (see Tables 5.3 and 5.4), which is again consistent with being a 
financial firm. As shown in Table 5.5, liquidity on security markets, market regulations, 
and interest rates are important in cash management, while foreign exchange rates 
are not. Perhaps this is because most Australian financial firms focus on the domestic 
market. However, it is difficult to explain why they would not have some foreign 
exposure. Surprisingly, less importance is attached to foreign exchange rate risk and 
political risk (see Table 5.10), maybe because financial firms rely on the concept of 
being too big to fail. Finally, we observe that financials are unlikely to utilize cash 
advances (Table 5.9). 
 
5.10.4 Energy 
 
As shown in Table 5.1, firms in the energy sector tend to involve corporate structure 
and governance in working capital management to empower people and accelerate 
workflow. However, they do not embed change management. According to Table 5.2, 
energy firms are unlikely to utilize return on investment as a value metric and rely 
heavily on net working capital. Energy firms are unlikely to use rollover agreements, 
factoring, netting, or leading and lagging or minimize float. However, they tend to 
centralize cash management (see Tables 5.3 and 5.4). These findings show a 
conservative approach in cash management for energy firms. Table 5.6 shows that 
energy firms are unlikely to use sales forecasting or inventory models. However, 
around 75% of energy firms use material requirement planning, which is also a form of 
sales forecasting. As mentioned in Chapter 4, the low adoption of sales forecasting 
and inventory models is because other complex systems have already built in 
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forecasting techniques and inventory models. Table 5.7 shows that firms in this 
industry prefer to use cash rather than accounts receivable, since they are less 
motivated by financial, operating and tax benefits. As shown in Table 5.8, the 
transaction costs and fees for issuing debt and financial volatility are important factors 
in debt policies for energy firms. Lastly, Table 5.9 shows that all energy firms prefer to 
use overdrafts (with a mean proportion of 100%). 
 
5.11 Conclusion 
This chapter investigates the fundamental characteristics that affect working capital 
management in Australia. Applying a methodology similar to that of Graham and 
Harvey (2001), this chapter examines the effects of size, credit rating, foreign sales, 
listing, firm performance, gender, age, education, and industry factors in working 
capital management. The empirical results show that all the above fundamental 
factors play an important role in working capital management. Moreover, size is 
perceived to be the most important determinant factor, since more differences were 
documented for this factor. Furthermore, there is no major difference in working 
capital management between successful firms and unsuccessful ones, since 
unsuccessful firms appear to mimic the good working capital practices of successful 
ones. Among other findings, we observe that the working environment is still male 
dominated in Australia. 
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Table 5.1 Fundamental Factors Affecting Working Capital Management 
This table presents the mean proportions for subsamples of respondents based on various firm characteristics. Size is firm size, where large size indicates that 
annual revenue is greater than AUD$100 million. Credit rating is the company credit rating, where a high rating indicates the investment degree (> BBB+) and 
no credit rating is for firms without credit ratings. Foreign sales is the level of foreign sales, where high indicates greater than 50% and no is for firms without 
foreign sales. Listing is equal to yes if a respondent is listed on the ASX, and no otherwise. Firm performance is strong if a respondent indicates strong or 
outstanding for firm performance. Age represents the age of the respondent, and if it is greater than 40, the respondent is old; otherwise the respondent is 
young. There are four industries, namely, materials, industrials, financials, and energy. The items corresponding to each of the item numbers from 1 to 6 are 
presented in the footnotes to this table. The t-test statistics determine whether there is a statistical difference between the two samples. Here ***, **, and * 
denote a statistically significant difference across groups at the 1%, 5%, and 10% levels, respectively. 
 
Firm Characteristics  1 2 3 4 5 6 
        
Size Large 0.64  0.42  0.31  0.05  0.05  0.32  
 Small 0.54  0.47  0.21  0.02  0.04  0.18  
 Difference 0.10 -0.05 0.10 0.03 0.01 0.14 
 t-Statistic 1.09 -0.54 1.16 0.99 0.42 1.84* 
Credit rating High 0.68  0.43  0.36  0.04  0.07  0.43  
 No 0.58  0.44  0.23  0.05  0.05  0.20  
 Difference 0.1 -0.01 0.13 -0.01 0.02 0.23 
 t-Statistic 0.91 -0.11 1.27 -0.28 0.43 2.16** 
Foreign sales High 0.60 0.40 0.35 0.05 0.15 0.10 
 No 0.51 0.49 0.14 0.02 0.02 0.25 
 Difference 0.09 -0.09 0.21 0.03 0.13 -0.15 
 t-Statistic 0.70 -0.70 1.76* 0.61 1.58 -1.62 
Listing Yes 0.54  0.41  0.22  0.04  0.05  0.23  
 No 0.80  0.55  0.45  0.05  0.00  0.30  
 Difference -0.26 -0.14 -0.23 -0.01 0.05 -0.07 
 t-Statistic -2.50** -1.12 -1.88* -0.15 2.29** -0.60 
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Table 5.1 (continued) 
Firm Characteristics  1 2 3 4 5 6 
Firm performance Strong 0.50 0.48 0.34 0.03 0.05 0.26 
 Poor 0.69 0.39 0.18 0.05 0.05 0.23 
 Difference -0.19  0.09  0.16  -0.02  0.00  0.03  
 t-Statistic -2.11** 0.98 2.05** -0.40 0.06 0.37 
Gender Male 0.60 0.44 0.28 0.04 0.05 0.22 
 Female 0.56 0.44 0.11 0.00 0.11 0.56 
 Difference 0.04  0.00  0.17  0.04  -0.06  -0.34  
 t-Statistic 0.22 -0.02 1.38 2.03** -0.58 -1.86* 
Age  Old 0.60  0.43  0.26  0.05  0.04  0.24  
 Young 0.57  0.48  0.29  0.00  0.10  0.24  
 Difference 0.03  -0.05  -0.03  0.05  -0.06  0.00  
 t-Statistic 0.25 -0.39 -0.28 2.28** -0.79 0.06 
Education Postgraduate 0.52  0.54  0.41  0.02  0.07  0.30  
 Undergraduate 0.65  0.37  0.17  0.06  0.04  0.21  
 Difference -0.13 0.17 0.24 -0.04 0.03 0.09 
 t-Statistic -1.34 1.89 2.84*** -0.99 0.52 1.11 
Industry Materials 0.62  0.48  0.19  0.00  0.14  0.14  
 Other 0.59  0.43  0.28  0.05  0.03  0.27  
 Difference 0.03  0.05  -0.09  -0.05  0.11  -0.12  
 t-Statistic 0.23 0.39 -0.86 -2.28** 1.40 -1.36 
Industry Industrials 0.76  0.29  0.41  0.24  0.12  0.41  
 Other 0.58  0.46  0.21  0.01  0.04  0.22  
 Difference 0.18  -0.17  0.20  0.23  0.08  0.19  
 t-Statistic 1.56 -1.32 1.52 2.11** 0.93 1.44 
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Table 5.1 (continued) 
Firm Characteristics  1 2 3 4 5 6 
Industry Financials 0.33  0.50  0.42  0.00  0.00  0.08  
 Other 0.63  0.43  0.24  0.05  0.06  0.26  
 Difference -0.30  0.07  0.17  -0.05  -0.06  -0.18  
 t-Statistic -1.96* 0.44 1.13 -2.28** -2.51*** -1.90* 
Industry Energy 0.50  0.71  0.29  0.00  0.00  0.36  
 Other 0.61  0.40  0.26  0.05  0.06  0.23  
 Difference -0.11  0.31  0.03  -0.05  -0.06  0.13  
 t-Statistic -0.75 2.34** 0.22 -2.28** -2.51*** 0.92 
 
The item numbers correspond to the following question items: 
   1 is ‘Emphasize the importance of working capital within the organization’ 
2 is ‘Put in place structure, governance, and dedicated resources’ 
3 is ‘Understand and design performance drivers’ 
4 is ‘Outperform industry average targets’ 
   5 is ‘Embed change management’ 
   6 is ‘Goal setting approaches’
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Table 5.2 Fundamental Factors Affecting Key Value Metrics in Working Capital Management 
This table presents the mean proportions for subsamples of respondents based on firm characteristics. Size is firm size, where large indicates that annual 
revenues are greater than AUD$100 million. Credit rating is the company credit rating, where high indicates the investment degree (> BBB+) and no is for firms 
without credit ratings. Foreign sales is the level of foreign sales, where high indicates greater than 50% and no is for firms without foreign sales. Listing is equal 
to yes if a respondent is listed on the ASX, and no otherwise. Firm performance is strong if a respondent chooses strong or outstanding for firm performance. 
Age represents the age of the respondent and, if it is greater than 40, the respondent is old; otherwise the respondent is young. There are four industries, 
namely, materials, industrials, financials, and energy. The items corresponding to each of the item numbers from 1 to 6 are presented in the footnote to this 
table. The t-test statistics calculate if there is a statistical difference between the two samples. Here ***, **, and * denote a statistically significant difference 
across the groups at the 1%, 5%, and 10% levels, respectively. 
 
Firm Characteristics  1 2 3 4 5 6 
        
Size Large 0.53  0.27  0.44  0.31  0.08  0.29  
 Small 0.69  0.24  0.33  0.05  0.05  0.05  
 Difference -0.16 0.03 0.11 0.26 0.03 0.24 
 t-Statistic -1.83* 0.37 1.26 3.77*** 0.70 3.57*** 
Credit rating High 0.54  0.36  0.46  0.39  0.07  0.29  
 No 0.62  0.22  0.38  0.14  0.06  0.16  
 Difference -0.08  0.13  0.09  0.25  0.01  0.12  
 t-Statistic -0.80 1.30 0.80 2.48** 0.23 1.26 
Foreign sales High 0.50  0.35  0.40  0.30  0.15  0.20  
 No 0.69  0.22  0.36  0.03  0.03  0.12  
 Difference -0.19  0.13  0.04  0.27  0.12  0.08  
 t-Statistic -1.46  1.03  0.29  2.46**  1.35  0.78  
Listing Yes 0.64  0.25  0.36  0.14  0.05  0.17  
 No 0.50  0.25  0.50  0.40  0.10  0.25  
 Difference 0.14  0.00  -0.14  -0.26  -0.05  -0.08  
 t-Statistic 1.08 0.00 -1.08 -2.25** -0.66 -0.78 
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Table 5.2 (continued) 
Firm Characteristics  1 2 3 4 5 6 
Firm performance Strong 0.61  0.31  0.47  0.20  0.05  0.20  
 Poor 0.59  0.20  0.31  0.18  0.08  0.16  
 Difference 0.02  0.11  0.16  0.02  -0.03  0.04  
 t-Statistic 0.22 1.37 1.84* 0.32 -0.68 0.55 
Gender Male 0.59  0.27  0.41  0.20  0.06  0.15  
 Female 0.70  0.10  0.10  0.10  0.20  0.50  
 Difference -0.11  0.17  0.31  0.10  -0.14  -0.35  
 t-Statistic -0.71 1.53 2.83*** 0.95 -1.07 -2.08** 
Age  Old 0.65  0.26  0.38  0.16  0.06  0.18  
 Young 0.36  0.23  0.45  0.32  0.09  0.18  
 Difference 0.29  0.03  -0.08  -0.15  -0.03  0.00  
 t-Statistic 2.50** 0.27 -0.65 -1.43 -0.44 0.02 
Education Postgraduate 0.48  0.35  0.50  0.24  0.04  0.17  
 Undergraduate 0.67  0.19  0.33  0.17  0.08  0.19  
 Difference -0.19  0.15  0.17  0.07  -0.04  -0.02  
 t-Statistic -2.02** 1.80* 1.79* 0.94 -0.89 -0.28 
Industry Materials 0.67  0.29  0.48  0.00  0.05  0.05  
 Other 0.59  0.24  0.37  0.23  0.07  0.21  
 Difference 0.08  0.04  0.10  -0.23  -0.02  -0.16  
 t-Statistic 0.69 0.39 0.84 -5.45*** -0.43 -2.61*** 
Industry Industrials 0.76  0.35  0.35  0.24  0.06  0.18  
 Other 0.58  0.22  0.40  0.19  0.07  0.19  
 Difference 0.18  0.13  -0.05  0.04  -0.01  -0.02  
 t-Statistic 1.61 1.03 -0.40 0.38 -0.18 -0.15 
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Table 5.2 (continued) 
Firm Characteristics  1 2 3 4 5 6 
Industry Financials 0.50  0.33  0.75  0.08  0.00  0.17  
 Other 0.61  0.24  0.35  0.20  0.07  0.19  
 Difference -0.11  0.09  0.40  -0.12  -0.07  -0.02  
 t-Statistic -0.70 0.63 2.88*** -1.31 -2.93*** -0.16 
Industry Energy 0.57  0.07  0.43  0.29  0.07  0.21  
 Other 0.60  0.27  0.39  0.18  0.07  0.18  
 Difference -0.03  -0.20  0.04  0.11  0.01  0.04  
 t-Statistic -0.22 -2.42** 0.29 0.81 0.07 0.29 
 
The item numbers correspond to the following question items: 
   1 is ‘Net working capital’ 
2 is ‘Return on investment’ 
3 is ‘Risk management’ 
4 is ‘CCC’ 
   5 is ‘Benchmark against competition’ 
   6 is ‘WACC’ 
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  Table 5.3 Fundamental Factors Affecting Working Capital Management Approaches 
This table presents the mean proportions for subsamples of respondents based on firm characteristics. Size is firm size, where large indicates that annual 
revenues are greater than AUD$100 million. Credit rating is the company credit rating, where high indicates the investment degree (> BBB+) and no is for firms 
without credit ratings. Foreign sales is the level of foreign sales, where high indicates greater than 50% and no is for firms without foreign sales. Listing is equal 
to yes if a respondent is listed on the ASX, and no otherwise. Firm performance is strong if a respondent chooses strong or outstanding for firm performance. 
Age represents the age of the respondent, and if it is greater than 40, the respondent is old; otherwise the respondent is young. There are four industries, 
namely, materials, industrials, financials, and energy. The items corresponding to each of the item numbers from 1 to 6 are presented in the footnote to this 
table. The t-test statistics calculate whether there is a statistical difference between the two samples. Here ***, **, and * denote statistically significant 
differences across the groups at the 1%, 5%, and 10% levels, respectively. 
 
Firm Characteristics  1 2 3 4 5 6 
        
Size Large 0.34 0.28 0.14 0.09 0.16 0.09 
 Small 0.11 0.18 0.07 0.12 0.18 0.07 
 Difference 0.23  0.10  0.07  -0.03  -0.02  0.02  
 t-Statistic 3.19*** 1.34 1.22 -0.61 -0.25 0.34 
Credit rating High 0.26  0.30  0.19  0.07  0.19  0.07  
 No 0.24  0.22  0.08  0.11  0.16  0.08  
 Difference 0.02  0.08  0.10  -0.03  0.03  -0.01  
 t-Statistic 0.22 0.79 1.23 -0.56 0.33 -0.17 
Foreign sales High 0.35 0.3 0.15 0.15 0.2 0.2 
 No 0.12  0.18  0.07  0.11  0.16  0.04  
 Difference 0.23  0.12  0.08  0.04  0.04  0.16  
 t-Statistic 1.93*  1.07  0.90  0.49  0.41  1.74*  
Listing Yes 0.24  0.25  0.10  0.10  0.16  0.06  
 No 0.25  0.20  0.15  0.15  0.10  0.15  
 Difference -0.01  0.05  -0.05  -0.05  0.06  -0.09  
 t-Statistic -0.05 0.46 -0.61 -0.61 0.78 -1.00 
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Table 5.3 (continued) 
Firm Characteristics  1 2 3 4 5 6 
Firm performance Strong 0.21  0.21  0.04  0.07  0.09  0.00  
 Poor 0.26  0.27  0.17  0.13  0.23  0.15  
 Difference -0.05  -0.06  -0.13  -0.06  -0.15  -0.15  
 t-Statistic -0.66 -0.71 -2.42** -1.13 -2.18** -3.23*** 
Gender Male 0.24  0.24  0.09  0.09  0.17  0.07  
 Female 0.10  0.20  0.20  0.20  0.10  0.20  
 Difference 0.14  0.04  -0.11  -0.11  0.07  -0.13  
 t-Statistic 1.32 0.26 -0.77 -0.77 0.66 -0.99 
Age  Old 0.22  0.25  0.08  0.09  0.13  0.06  
 Young 0.32  0.19  0.19  0.14  0.33  0.14  
 Difference -0.10  0.06  -0.11  -0.05  -0.21  -0.08  
 t-Statistic -0.90 0.60 -1.16 -0.59 -1.88* -0.98 
Education Postgraduate 0.26  0.29  0.16  0.09  0.22  0.09  
 Undergraduate 0.23  0.20  0.07  0.11  0.13  0.07  
 Difference 0.03  0.09  0.08  -0.03  0.09  0.02  
 t-Statistic 0.39 1.06 1.34 -0.44 1.26 0.33 
Industry Materials 0.19  0.19  0.00  0.19  0.24  0.10  
 Other 0.25  0.25  0.13  0.08  0.15  0.07  
 Difference -0.06  -0.06  -0.13  0.11  0.09  0.02  
 t-Statistic -0.58 -0.60 -3.68*** 1.16 0.91 0.32 
Industry Industrials 0.50  0.31  0.06  0.00  0.00  0.06  
 Other 0.19  0.23  0.11  0.12  0.19  0.08  
 Difference 0.31  0.09  -0.05  -0.12  -0.19  -0.02  
 t-Statistic 2.26** 0.67 -0.72 -3.68*** -4.68*** -0.29 
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Table 5.3 (continued) 
Firm Characteristics  1 2 3 4 5 6 
Industry Financials 0.08  0.17  0.00  0.17  0.08  0.00  
 Other 0.25  0.25  0.11  0.10  0.17  0.09  
 Difference -0.17  -0.08  -0.11  0.07  -0.09  -0.09  
 t-Statistic -1.83* -0.67 -3.66*** 0.62 -0.97 -3.12*** 
Industry Energy 0.07  0.29  0.07  0.21  0.36  0.00  
 Other 0.26  0.23  0.11  0.09  0.14  0.09  
 Difference -0.19  0.05  -0.04  0.13  0.22  -0.09  
 t-Statistic -2.25** 0.40 -0.46 1.08 1.61 -3.13*** 
  The item numbers correspond to the following question items: 
   1 is ‘Rollover agreement’ 
2 is ‘Term sheet’ 
3 is ‘Collection agency’ 
4 is ‘Securitization’ 
   5 is ‘Outsourcing’ 
   6 is ‘Factoring’
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Table 5.4 Fundamental Factors Affecting Cash Management 
This table presents the mean proportions for subsamples of respondents based on firm characteristics. Size is firm size, where large indicates that annual 
revenues are greater than AUD$100 million. Credit rating is the company credit rating, where high indicates the investment degree (> BBB+) and no is for firms 
without credit ratings. Foreign sales is the level of foreign sales, where high indicates greater than 50% and no is for firms without foreign sales. Listing is equal 
to yes if a respondent is listed on the ASX, and no otherwise. Firm performance is strong if a respondent chooses strong or outstanding for firm performance. 
Age represents the age of the respondent, and if it is greater than 40, the respondent is old; otherwise the respondent is young. There are four industries, 
namely, materials, industrials, financials, and energy. The items corresponding to each of the item numbers from 1 to 6 are presented in the footnote to this 
table. The t-test statistics calculate if there is a statistical difference between the two samples. Here ***, **, and * denote a statistically significant difference 
across groups at the 1%, 5%, and 10% levels, respectively.  
 
Firm Characteristics  1 2 3 4 5 6 7 8 9 10 11 12 
              
Size Large 0.33 0.59 0.74 0.50 0.29 0.31  0.17 0.19 0.53 0.31 0.28 0.12  
 Small 0.12 0.26 0.58 0.65 0.07 0.09  0.07 0.11 0.16 0.12 0.04 0.09  
 Difference 0.21 0.32 0.16 -0.15 0.22 0.22  0.10 0.08 0.38 0.19 0.24 0.03  
 t-Statistic 2.69*** 3.68*** 1.85* -1.62 3.22*** 3.09*** 1.69* 1.28 4.59*** 2.49** 3.76*** 0.57 
Credit rating High 0.56 0.56 0.70 0.41 0.41 0.19  0.26 0.15 0.44 0.26 0.26 0.15  
 No 0.17 0.38 0.65 0.60 0.14 0.21  0.10 0.15 0.32 0.23 0.13 0.10  
 Difference 0.39 0.17 0.05 -0.19 0.26 -0.03  0.16 -0.01 0.12 0.03 0.13 0.05  
 t-Statistic 3.68*** 1.57 0.47 -1.70* 2.55*** -0.33 1.79* -0.08 1.12 0.34 1.37 0.69 
Foreign sales High 0.25 0.55 0.65 0.50 0.30 0.10  0.25 0.20 0.45 0.50 0.25 0.20  
 No 0.18 0.33 0.65 0.68 0.09 0.14  0.07 0.12 0.32 0.14 0.09 0.05  
 Difference 0.07 0.22 0.00 -0.18 0.21 -0.04  0.18 0.08 0.13 0.36 0.16 0.15  
 t-Statistic 0.67 1.66* 0.01 -1.41 1.90* -0.49  1.71* 0.76 1.03 2.91*** 1.53 1.53  
Listing Yes 0.21 0.43 0.65 0.57 0.16 0.16  0.12 0.13 0.36 0.23 0.09 0.08  
 No 0.40 0.35 0.75 0.55 0.30 0.35  0.15 0.20 0.35 0.15 0.35 0.15  
 Difference -0.19 0.08 -0.10 0.02 -0.14 -0.19  -0.03 -0.07 0.01 0.08 -0.26 -0.07  
 t-Statistic -1.58 0.68 -0.88 0.15 -1.27 -1.66* -0.39 -0.75 0.07 0.88 -2.25** -0.76 
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Table 5.4 (continued) 
Firm Characteristics  1 2 3 4 5 6 7 8 9 10 11 12 
Firm performance Strong 0.28 0.52 0.69 0.55 0.24 0.16  0.07 0.19 0.34 0.21 0.22 0.09  
 Poor 0.22 0.35 0.65 0.58 0.15 0.23  0.18 0.10 0.37 0.23 0.08 0.12  
 Difference 0.06 0.17 0.04 -0.03 0.09 -0.08  -0.11 0.09 -0.02 -0.03 0.14 -0.03  
 t-Statistic 0.74 1.84* 0.45 -0.34 1.25 -1.07 -1.89* 1.38 -0.25 -0.34 2.14** -0.54 
Gender Male 0.22 0.44 0.67 0.58 0.18 0.20  0.11 0.12 0.36 0.23 0.14 0.10  
 Female 0.40 0.40 0.60 0.50 0.30 0.20  0.20 0.40 0.30 0.10 0.30 0.10  
 Difference -0.18 0.04 0.07 0.08 -0.12 0.00  -0.09 -0.28 0.06 0.13 -0.16 0.00  
 t-Statistic -1.04 0.23 0.43 0.46 -0.78 -0.03 -0.64 -1.67* 0.35 1.24 -1.02 0.03 
Age  Old 0.22 0.41 0.66 0.60 0.18 0.21  0.14 0.14 0.38 0.21 0.13 0.09  
 Young 0.38 0.52 0.71 0.43 0.29 0.14  0.05 0.14 0.24 0.29 0.24 0.14  
 Difference -0.16 -0.11 -0.05 0.17 -0.11 0.06  0.10 0.00 0.14 -0.08 -0.10 -0.05  
 t-Statistic -1.41 -0.91 -0.49 1.39 -1.02 0.72 1.62 0.02 1.34 -0.73 -1.03 -0.60 
Education Postgraduate 0.23 0.48 0.66 0.55 0.16 0.16  0.18 0.11 0.45 0.39 0.20 0.14  
 Undergraduate 0.26 0.40 0.68 0.58 0.22 0.19  0.10 0.17 0.31 0.13 0.13 0.08  
 Difference -0.03 0.07 -0.02 -0.04 -0.06 -0.04  0.08 -0.05 0.15 0.26 0.08 0.05  
 t-Statistic -0.44 0.78 -0.24 -0.40 -0.85 -0.48 1.23 -0.81 1.59 3.11*** 1.09 0.86 
Industry Materials 0.05 0.52 0.57 0.57 0.10 0.29  0.10 0.00 0.24 0.14 0.05 0.10  
 Other 0.29 0.41 0.69 0.57 0.22 0.18  0.13 0.18 0.38 0.24 0.18 0.10  
 Difference -0.24 0.11 -0.12 0.00 -0.12 0.11  -0.04 -0.18 -0.14 -0.09 -0.13 -0.01  
 t-Statistic -3.63*** 0.91 -0.99 0.04 -1.56 1.02 -0.52 -4.52*** -1.34 -1.05 -2.08** -0.11 
Industry Industrials 0.47 0.35 0.59 0.59 0.24 0.18  0.24 0.18 0.35 0.24 0.06 0.06  
 Other 0.21 0.45 0.70 0.56 0.20 0.21  0.11 0.14 0.36 0.23 0.18 0.10  
 Difference 0.26 -0.10 -0.11 0.03 0.04 -0.03  0.12 0.03 -0.01 0.01 -0.12 -0.04  
 t-Statistic 2.01** -0.78 -0.86 0.24 0.35 -0.29 1.10 0.32 -0.06 0.07 -1.65* -0.67 
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Table 5.4 (continued) 
Firm Characteristics  1 2 3 4 5 6 7 8 9 10 11 12 
Industry Financials 0.50 0.25 0.75 0.67 0.17 0.00  0.00 0.17 0.25 0.08 0.00 0.08  
 Other 0.22 0.45 0.66 0.56 0.20 0.22  0.14 0.14 0.37 0.24 0.17 0.10  
 Difference 0.28 -0.20 0.09 0.11 -0.03 -0.22  -0.14 0.03 -0.12 -0.15 -0.17 -0.02  
 t-Statistic 1.81* -1.46 0.65 0.73 -0.26 -5.39*** -4.16*** 0.21 -0.85 -1.64 -4.63*** -0.23 
Industry Energy 0.08 0.38 0.85 0.69 0.15 0.00  0.00 0.23 0.46 0.15 0.23 0.08  
 Other 0.27 0.44 0.65 0.55 0.20 0.22  0.14 0.13 0.34 0.23 0.14 0.10  
 Difference -0.19 -0.05 0.20 0.14 -0.05 -0.22  -0.14 0.10 0.12 -0.07 0.09 -0.03  
 t-Statistic -2.15** -0.36 1.74* 0.99 -0.41 -5.40*** -4.16*** 0.77 0.78 -0.67 0.70 -0.34 
  The item numbers correspond to the following question items: 
   1 is ‘Managing cash through netting’            7 is ‘Managing cash through leading and lagging’ 
2 is ‘Diversification of banks’             8 is ‘Streamline bank relationships’ 
3 is ‘Centralization of cash management decisions’        9 is ‘Policy on key liquidity parameters’ 
4 is ‘Meet payment in a timely manner’         10 is ‘Emergency liquidity reserves’ 
   5 is ‘Account structure/set-offs’           11 is ‘Tender for banking services’ 
   6 is ‘Minimize float’             12 is ‘Reduce time frames/error margins’ 
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Table 5.5 Importance of Factors Affecting Cash Management with Firm Characteristics 
This table presents the mean rating for subsamples of respondents based on firm characteristics. Size is firm size, where large indicates that annual revenues 
are greater than AUD$100 million. Credit rating is the company credit rating, where high indicates the investment degree (> BBB+) and no is for firms without 
credit ratings. Foreign sales is the level of foreign sales, where high indicates greater than 50% and no is for firms without foreign sales. Listing is equal to yes if 
a respondent is listed on the ASX, and no otherwise. Firm performance is strong if a respondent chooses strong or outstanding for firm performance. Age 
represents the age of the respondent, and if it is greater than 40, the respondent is old; otherwise the respondent is young. There are four industries, namely, 
materials, industrials, financials, and energy. The items corresponding to each of the item numbers from 1 to 6 are presented in the footnote to this table. The 
t-test statistics calculate if there is a statistical difference between the two samples. Here ***, **, and * denote a statistically significant difference across the 
groups at the 1%, 5%, and 10% levels, respectively. 
 
Firm Characteristics  1 2 3 4 5 6 7 8 9 10 
            
Size Large 2.22 1.53 2.28 2.79 1.84 1.95 2.63 3.05 2.98 2.05
 Small 1.65 1.19 2.07 2.14 1.32 1.97 2.24 2.26 2.74 1.78
 Difference 0.57 0.34 0.21 0.65 0.52 -0.02 0.39 0.79 0.24 0.28
 t-Statistic 2.18** 1.67 0.81 3.00*** 2.52*** -0.08 1.74* 3.78*** 1.35 1.31
Credit rating High 2.00  1.52 2.58 2.96  2.04  2.19  2.73  3.35  2.92 2.12 
 No 2.02  1.32 2.06 2.38  1.55  1.94  2.42  2.47  2.85 1.85 
 Difference -0.02 0.20 0.52 0.58  0.49  0.25  0.31  0.88  0.07 0.27 
 t-Statistic -0.08 0.87 1.83* 2.45** 2.08** 1.01 1.15 4.30*** 0.40 1.15
Foreign sales High 2.95  1.35 2.20 2.70  1.80  2.10  2.10  2.90  3.20 1.75 
 No 1.32  1.42 2.25 2.23  1.38  1.98  2.44  2.36  2.70 1.91 
 Difference 1.63  -0.07 -0.05 0.47  0.42  0.12  -0.34  0.54  0.50 -0.16 
 t-Statistic 5.71*** -0.23 -0.13 1.52  1.41  0.38  -1.03  1.87* 2.18** -0.52 
Listing Yes 1.91  1.37 2.28 2.48  1.55  1.96  2.43  2.70  2.86 1.87 
 No 2.15  1.35 1.65 2.30  1.90  1.90  2.60  2.45  3.00 2.05 
 Difference -0.24 0.02 0.63 0.18  -0.35  0.06  -0.17  0.25  -0.14 -0.18 
 t-Statistic -0.67 0.07 1.98** 0.65 -1.20 0.18 -0.56 0.85 -0.77 -0.63
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Table 5.5 (continued) 
Firm Characteristics  1 2 3 4 5 6 7 8 9 10 
Firm performance Strong 2.19  1.67 2.39 2.65  1.79  2.14  2.72  2.80  2.72 1.98 
 Poor 1.73  1.05 1.98 2.31  1.44  1.79  2.20  2.53  3.02 1.82 
 Difference 0.46  0.62 0.40 0.34  0.35  0.35  0.52  0.27  -0.30 0.16 
 t-Statistic 1.74* 3.22* 1.61 1.54 1.68* 1.62 2.41** 1.25 -1.70* 0.79
Gender Male 1.96  1.32 2.21 2.44  1.55  1.95  2.36  2.68  2.87 1.90 
 Female 1.80  1.80 2.00 2.90  2.10  2.00  3.30  2.60  2.90 2.00 
 Difference 0.16  -0.48 0.21 -0.46 -0.55  -0.05  -0.94  0.08  -0.03 -0.10 
 t-Statistic 0.32 -1.12 0.39 -1.16 -1.23 -0.09 -3.83*** 0.17 -0.07 -0.24
Age  Old 1.95  1.35 2.26 2.55  1.64  2.00  2.44  2.73  2.93 1.92 
 Young 2.00  1.38 1.81 2.14  1.48  1.76  2.48  2.38  2.62 1.81 
 Difference -0.05 -0.03 0.45 0.40  0.17  0.24  -0.03  0.35  0.31 0.11 
 t-Statistic -0.18 -0.12 1.40 1.33 0.63 0.86 -0.10 1.06 1.15 0.40
Education Postgraduate 2.00  1.27 2.23 2.61  1.60  2.25  2.55  2.91  3.07 2.09 
 Undergraduate 1.93  1.42 2.15 2.38  1.63  1.79  2.35  2.50  2.74 1.78 
 Difference 0.07  -0.14 0.07 0.24  -0.03  0.46  0.20  0.41  0.33 0.31 
 t-Statistic 0.25 -0.67 0.27 1.10 -0.14 2.04** 0.87 1.82* 1.89* 1.47
Industry Materials 1.76  0.95 2.57 2.33  0.95  2.05  2.00  2.43  2.90 1.76 
 Other 2.00  1.44 2.09 2.51  1.76  1.94  2.55  2.72  2.87 1.93 
 Difference -0.24 -0.49 0.48 -0.17 -0.81  0.11  -0.55  -0.29 0.04 -0.17 
 t-Statistic -0.66 -1.90* 1.43 -0.54 -3.11*** 0.34 -1.77* -1.09 0.18 -0.70
Industry Industrials 2.47  1.47 1.65 2.71  1.88  1.76  2.41  2.94  3.06 1.88 
 Other 1.87  1.34 2.29 2.43  1.59  2.00  2.45  2.62  2.82 1.91 
 Difference 0.60  0.13 -0.64 0.27  0.29  -0.24  -0.04  0.32  0.23 -0.02 
 t-Statistic 1.71* 0.62 -1.96* 1.20 1.41 -1.05 -0.15 1.27 1.13 -0.08
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Table 5.5 (continued) 
Firm Characteristics  1 2 3 4 5 6 7 8 9 10 
Industry Financials 1.18  1.64 2.92 2.92  1.91  2.58  3.08  3.08  2.83 2.33 
 Other 2.04  1.33 2.10 2.42  1.58  1.89  2.38  2.62  2.88 1.85 
 Difference -0.86 0.31 0.82 0.49  0.33  0.70  0.71  0.47  -0.04 0.48 
 t-Statistic -1.93* 0.94 2.27** 1.31 0.73 1.76* 2.73*** 1.32 -0.15 1.24
Industry Energy 2.38  1.92 2.23 2.46  1.92  2.00  2.46  2.92  2.85 2.08 
 Other 1.90  1.29 2.17 2.48  1.57  1.95  2.45  2.63  2.88 1.88 
 Difference 0.48  0.64 0.06 -0.01 0.35  0.05  0.01  0.29  -0.03 0.20 
 t-Statistic 1.33 1.61 0.14 -0.05 1.13 0.15 0.04 0.88 -0.12 0.76
 
The item numbers correspond to the following question items: 
   1 is ‘Foreign exchange rate’            6 is ‘Market regulations’ 
2 is ‘Level of inflation’             7 is ‘Interest rates’ 
3 is ‘Liquidity on security markets’          8 is ‘Financial/banking environment’ 
4 is ‘Efficient financial systems’          9 is ‘Economic environment’ 
   5 is ‘Technological advances’         10 is ‘Security costs’ 
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Table 5.6 Fundamental Factors Affecting Inventory Management 
This table presents the mean proportions for subsamples of respondents based on firm characteristics. Size is firm size, where large indicates that annual 
revenues are greater than AUD$100 million. Credit rating is the company credit rating, where high indicates the investment degree (> BBB+) and no is for firms 
without credit ratings. Foreign sales is the level of foreign sales, where high indicates greater than 50% and no is for firms without foreign sales. Listing is equal 
to yes if a respondent is listed on the ASX, and no otherwise. Firm performance is strong if a respondent chooses strong or outstanding for firm performance. 
Age represents the age of the respondent, and if it is greater than 40, the respondent is old; otherwise the respondent is young. There are four industries, 
namely, materials, industrials, financials, and energy. The items corresponding to each of the item numbers from 1 to 6 are presented in the footnote to this 
table. The t-test statistics calculate if there is a statistical difference between the two samples. Here ***, **, and * denote a statistically significant difference 
across the groups at the 1%, 5%, and 10% levels, respectively. 
 
Firm Characteristics  1 2 3 4 5 6 
        
Size Large 0.61  0.86  0.32  0.25  0.39  0.57  
 Small 0.57  0.50  0.36  0.07  0.29  0.21  
 Difference 0.04  0.36  -0.04  0.18  0.10  0.36  
 t-Statistic 0.21 2.32** -0.22 1.63 0.68 2.41** 
Credit rating High 0.54  0.69  0.31  0.15  0.38  0.69  
 No 0.63  0.73  0.33  0.20  0.33  0.37  
 Difference -0.09  -0.04  -0.03  -0.05  0.05  0.33  
 t-Statistic -0.56 -0.26 -0.16 -0.36 0.31 2.03* 
Foreign sales High 0.62  0.77  0.46  0.15  0.31  0.54  
 No 0.56  0.56  0.00  0.11  0.11  0.00  
 Difference 0.06  0.21  0.46  0.04  0.20  0.54  
 t-Statistic 0.27  1.00  3.21***  0.28  1.13  3.74*** 
Listing Yes 0.65  0.71  0.32  0.21  0.35  0.44  
 No 0.56  0.89  0.44  0.22  0.44  0.56  
 Difference 0.09  -0.18  -0.12  -0.02  -0.09  -0.11  
 t-Statistic 0.47 -1.34 -0.62 -0.10 -0.47 -0.58 
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Table 5.6 (continued) 
Firm Characteristics  1 2 3 4 5 6 
Firm performance Strong 0.64  0.73  0.27  0.27  0.27  0.50  
 Poor 0.59  0.73  0.41  0.14  0.45  0.45  
 Difference 0.05  0.00  -0.14  0.14  -0.18  0.05  
 t-Statistic 0.30 0.00 -0.94 1.11 -1.25 0.30 
Gender Male       
 Female       
 Difference       
 t-Statistic  N/A  N/A N/A N/A N/A N/A 
Age  Old 0.67  0.75  0.33  0.19  0.33  0.44  
 Young 0.38  0.63  0.38  0.25  0.50  0.63  
 Difference 0.29  0.13  -0.04  -0.06  -0.17  -0.18  
 t-Statistic 1.46 0.63 -0.21 -0.31 -0.81 -0.90 
Education Postgraduate 0.65  0.65  0.35  0.22  0.35  0.52  
 Undergraduate 0.58  0.84  0.32  0.21  0.37  0.47  
 Difference 0.07  -0.19  0.03  0.01  -0.02  0.05  
 t-Statistic 0.47 -1.43 0.21 0.05 -0.14 0.30 
Industry Materials 0.86  0.71  0.43  0.43  0.43  0.43  
 Other 0.57  0.73  0.32  0.16  0.35  0.49  
 Difference 0.29  -0.02  0.10  0.27  0.08  -0.06  
 t-Statistic 1.75* -0.08 0.48 1.26 0.36 -0.27 
Industry Industrials 0.67  0.67  0.33  0.17  0.50  0.75  
 Other 0.57  0.73  0.33  0.20  0.30  0.37  
 Difference 0.10  -0.07  0.00  -0.03  0.20  0.38  
 t-Statistic 0.59 -0.41 0.00 -0.25 1.16 2.42* 
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Table 5.6 (continued) 
Firm Characteristics  1 2 3 4 5 6 
Industry Financials       
 Other       
 Difference       
 t-Statistic  N/A  N/A N/A N/A N/A N/A 
Industry Energy 0.75  0.25  0.25  0.00  0.25  0.25  
 Other 0.60  0.78  0.35  0.23  0.38  0.50  
 Difference 0.15  -0.53  -0.10  -0.23  -0.13  -0.25  
 t-Statistic 0.57 -2.03* -0.38 -3.36*** -0.48 -0.95 
 
The item numbers correspond to the following question items: 
   1 is ‘Material requirement planning’ 
2 is ‘Sales forecasting’ 
3 is ‘JIT’ 
4 is ‘Inventory models (economic order quantity, economic production quantity, etc.)’ 
   5 is ‘enterprise resource planning system’ 
   6 is ‘SCM’ 
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Table 5.7 Fundamental Factors Affecting Motivations of Accounts Receivable Management 
This table presents the mean proportions for subsamples of respondents based on firm characteristics. Size is firm size, where large indicates that annual 
revenues are greater than AUD$100 million. Credit rating is the company credit rating, where high indicates the investment degree (> BBB+) and no is for firms 
without credit ratings. Foreign sales is the level of foreign sales, where high indicates greater than 50% and no is for firms without foreign sales. Listing is equal 
to yes if a respondent is listed on the ASX, and no otherwise. Firm performance is strong if a respondent chooses strong or outstanding for firm performance. 
Age represents the age of the respondent, and if it is greater than 40, the respondent is old; otherwise the respondent is young. There are four industries, 
namely, materials, industrials, financials, and energy. The items corresponding to each of the item numbers from 1 to 6 are presented in the footnote to this 
table. The t-test statistics calculate if there is a statistical difference between the two samples. Here ***, **, and * denote a statistically significant difference 
across the groups at the 1%, 5%, and 10% levels, respectively. 
 
Firm Characteristics  1 2 3 4 5 
       
Size Large 0.35  0.14  0.40  0.49  0.05  
 Small 0.17  0.05  0.10  0.21  0.03  
 Difference 0.18  0.09  0.30  0.28  0.02  
 t-Statistic 2.20** 1.61 3.90*** 3.32*** 0.47 
Credit rating High 0.42  0.04  0.38  0.54  0.08  
 No 0.25  0.13  0.25  0.29  0.04  
 Difference 0.17  -0.09  0.14  0.24  0.04  
 t-Statistic 1.61 -1.71* 1.27 2.19** 0.73 
Foreign sales High 0.53  0.16  0.21  0.37  0.11  
 No 0.16  0.05  0.19  0.26  0.03  
 Difference 0.37  0.11  0.02  0.11  0.07  
 t-Statistic 2.92***  1.17  0.19  0.86  0.93  
Listing Yes 0.26  0.08  0.20  0.28  0.04  
 No 0.30  0.20  0.50  0.75  0.05  
 Difference -0.04  -0.12  -0.30  -0.47  -0.01  
 t-Statistic -0.35 -1.21 -2.48** -4.28*** -0.15 
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Table 5.7 (continued) 
Firm Characteristics  1 2 3 4 5 
Firm performance Strong 0.23  0.07  0.30  0.33  0.00  
 Poor 0.31  0.13  0.23  0.38  0.08  
 Difference -0.08  -0.06  0.07  -0.04  -0.08  
 t-Statistic -1.02 -1.10 0.84 -0.49 -2.31** 
Gender Male 0.27  0.11  0.27  0.36  0.05  
 Female 0.22  0.00  0.11  0.33  0.00  
 Difference 0.05  0.11  0.16  0.03  0.05  
 t-Statistic 0.30 3.66*** 1.32 0.16 2.28** 
Age  Old 0.29  0.09  0.28  0.32  0.02  
 Young 0.20  0.15  0.20  0.55  0.15  
 Difference 0.09  -0.06  0.08  -0.23  -0.13  
 t-Statistic 0.84 -0.67 0.74 -1.89* -1.56 
Education Postgraduate 0.27  0.16  0.27  0.40  0.11  
 Undergraduate 0.27  0.07  0.27  0.34  0.00  
 Difference 0.00  0.09  0.00  0.06  0.11  
 t-Statistic -0.01 1.36 -0.01 0.67 2.35** 
Industry Materials 0.29  0.10  0.19  0.19  0.05  
 Other 0.27  0.10  0.28  0.39  0.04  
 Difference -0.14  -0.01  -0.09  -0.20  0.01  
 t-Statistic 0.16 -0.11 -0.89 -1.99** 0.12 
Industry Industrials 0.41  0.12  0.35  0.53  0.00  
 Other 0.25  0.09  0.26  0.31  0.04  
 Difference 0.16  0.02  0.10  0.22  -0.04  
 t-Statistic 1.26 0.29 0.75 1.65 -2.03** 
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Table 5.7 (continued) 
Firm Characteristics  1 2 3 4 5 
Industry Financials 0.17  0.00  0.25  0.25  0.00  
 Other 0.28  0.11  0.26  0.37  0.05  
 Difference -0.12  -0.11  -0.01  -0.12  -0.05  
 t-Statistic -0.96 -3.66*** -0.10 -0.85 -2.28** 
Industry Energy 0.08  0.08  0.15  0.15  0.00  
 Other 0.30  0.10  0.28  0.38  0.05  
 Difference -0.22  -0.03  -0.12  -0.23  -0.05  
 t-Statistic -2.45** -0.34 -1.08 -1.98** -2.28** 
 
The item numbers correspond to the following question items: 
   1 is ‘Financial motives’ 
2 is ‘Price motives’ 
3 is ‘Transaction motives’ 
4 is ‘Operating motives’ 
   5 is ‘Tax-based motives’ 
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Table 5.8 Fundamental Factors Affecting Debt Management 
This table presents the average ratings for subsamples of respondents based on firm characteristics. Size is firm size, where large indicates that annual 
revenues are greater than AUD$100 million. Credit rating is the company credit rating, where high indicates the investment degree (> BBB+) and no is for firms 
without credit ratings. Foreign sales is the level of foreign sales, where high indicates greater than 50% and no is for firms without foreign sales. Listing is equal 
to yes if a respondent is listed on the ASX, and no otherwise. Firm performance is strong if a respondent chooses strong or outstanding for firm performance. 
Age represents the age of the respondent, and if it is greater than 40, the respondent is old; otherwise the respondent is young. There are four industries, 
namely, materials, industrials, financials, and energy. The items corresponding to each of the item numbers from 1 to 6 are presented in the footnote to this 
table. The t-test statistics calculate if there is a statistical difference between the two samples. Here ***, **, and * denote a statistically significant difference 
across groups at the 1%, 5% and 10% levels, respectively. 
 
Firm Characteristics  1 2 3 4 5 6 7 8 9 10 11 12 13 
               
Size Large 2.58  2.38  1.70  2.40  2.66  3.20  2.95  2.10 1.48  2.41  1.68  1.95  2.56  
 Small 1.67  2.67  1.00  1.75  2.25  2.83  2.83  1.45 2.09  1.64  1.50  1.91  1.82  
 Difference 0.91  -0.29 0.70  0.65  0.41  0.36  0.12  0.65 -0.62 0.77  0.18  0.04  0.75  
 t-Statistic 1.82* -0.65 1.54 1.39 0.93 0.98 0.34 1.63 -1.14 2.08** 0.48 0.10 1.79* 
Credit rating High 3.15  2.70  2.45  3.40  2.86  3.29  3.05  2.45 1.70  2.56  2.12  2.06  2.89  
 No 2.09  2.30  1.12  1.76  2.45  3.12  2.88  1.75 1.53  2.06  1.55  1.84  2.25  
 Difference 1.06  0.40  1.33  1.64  0.40  0.16  0.17  0.70 0.17  0.49  0.57  0.21  0.64  
 t-Statistic 3.03*** 1.10 3.67*** 6.02*** 1.52 0.77 0.67 2.04** 0.51 1.72* 1.52 0.66 2.14** 
Foreign sales High 2.64  3.09  1.55  2.64  2.73  3.45  3.36  1.64 1.82  2.18  1.82  2.55  3.09  
 No 2.30  2.35  1.55  1.95  2.60  3.20  2.75  1.74 1.58  2.22  1.65  1.83  2.17  
 Difference 0.34  0.74  0.00  0.69  0.13  0.25  0.61  -0.10 0.24  -0.04 0.17  0.71  0.92  
 t-Statistic 0.57  1.68  -0.01 1.25  0.29  0.74  1.95* -0.18 0.49  -0.10 0.40  1.93*  2.81***  
Listing Yes 2.36  2.55  1.52  2.21  2.58  3.14  2.91  1.98 1.60  2.20  1.63  2.10  2.41  
 No 2.55  1.91  1.82  2.36  2.45  3.09  2.73  2.30 1.60  2.56  2.20  1.30  2.30  
 Difference -0.19  0.64  -0.29 -0.15  0.13  0.05  0.18  -0.32 0.00  -0.36 -0.57 0.80  0.11  
 t-Statistic -0.37 1.29 -0.58 -0.28 0.28 0.15 0.47 -0.67 -0.01 -1.21 -1.05 1.68 0.22 
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Table 5.8 (continued) 
Firm Characteristics  1 2 3 4 5 6 7 8 9 10 11 12 13 
Firm performance Strong 2.54  2.21  1.57  2.46  2.66  3.21  2.86  1.79 1.34  2.37  1.63  1.74  2.57  
 Poor 2.30  2.67  1.59  2.11  2.44  3.04  2.96  2.28 1.92  2.13  1.83  2.12  2.28  
 Difference 0.24  -0.45 -0.02 0.35  0.21  0.17  -0.10 -0.49 -0.58 0.25  -0.20 -0.38  0.29  
 t-Statistic 0.61 -1.29 -0.06 0.93 0.73 0.69 -0.41 -1.42 -1.80 0.86 -0.58 -1.19 0.91 
Gender Male 2.31  2.41  1.57  2.29  2.52  3.10  2.88  2.02 1.64  2.34  1.74  1.96  2.41  
 Female 3.67  3.00  1.67  2.33  3.00  3.33  3.67  1.67 1.00  0.67  0.50  1.00  2.67  
 Difference -1.36  -0.59 -0.10 -0.04  -0.48 -0.24 -0.78 0.35 0.64  1.67  1.24  0.96  -0.26  
 t-Statistic -3.48*** -0.97 -0.08 -0.03 -0.81 -0.35 -2.19** 0.39 1.06 4.64*** 2.36** 0.95 -0.19 
Age  Old 2.37  2.43  1.52  2.13  2.51  3.19  2.87  2.02 1.56  2.23  1.67  1.86  2.42  
 Young 2.67  2.44  1.89  3.11  2.78  2.78  3.11  2.00 1.89  2.38  2.00  2.25  2.50  
 Difference -0.30  -0.01 -0.37 -0.98  -0.27 0.41  -0.24 0.02 -0.33 -0.14 -0.33 -0.39  -0.08  
 t-Statistic -0.50 -0.02 -0.74 -2.09** -0.62 0.99 -0.81 0.04 -0.78 -0.35 -0.72 -0.87 -0.21 
Education Postgraduate 2.35  2.30  1.30  2.43  2.52  2.96  2.70  2.19 1.38  2.33  2.00  2.00  2.52  
 Undergraduate 2.48  2.58  1.84  2.19  2.56  3.22  3.03  1.88 1.72  2.17  1.52  1.90  2.39  
 Difference -0.13  -0.28 -0.53 0.24  -0.04 -0.26 -0.34 0.32 -0.34 0.16  0.48  0.10  0.14  
 t-Statistic -0.33 -0.74 -1.42 0.59 -0.13 -0.97 -1.28 0.82 -1.00 0.55 1.35 0.30 0.40 
Industry Materials 1.60  2.80  1.60  2.60  2.00  3.60  3.60  2.00 2.40  2.20  1.20  1.80  2.60  
 Other 2.50  2.40  1.58  2.26  2.61  3.08  2.84  2.02 1.53  2.26  1.78  1.94  2.42  
 Difference -0.90  0.40  0.02  0.34  -0.61 0.52  0.76  -0.02 0.87  -0.06 -0.58 -0.14  0.18  
 t-Statistic -1.27 0.65 0.03 0.62 -1.73* 1.88* 1.80* -0.04 1.40 -0.12 -2.14** -0.51 0.34 
Industry Industrials 2.44  2.67  1.33  2.11  2.33  3.11  2.78  2.44 1.89  2.22  2.22  2.00  2.56  
 Other 2.47  2.40  1.67  2.38  2.65  3.20  2.96  1.95 1.57  2.27  1.63  1.93  2.44  
 Difference -0.03  0.27  -0.33 -0.27  -0.32 -0.08 -0.18 0.49 0.32  -0.05 0.60  0.07  0.11  
 t-Statistic -0.05 0.68 -0.85 -0.56 -0.79 -0.23 -0.58 1.38 0.81 -0.14 1.59 0.17 0.30 
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Table 5.8 (continued) 
Firm Characteristics  1 2 3 4 5 6 7 8 9 10 11 12 13 
Industry Financials 2.33  2.17  1.50  2.00  2.50  2.83  2.33  1.17 2.00  2.33  2.20  1.50  2.17  
 Other 2.43  2.47  1.59  2.33  2.56  3.16  2.98  2.13 1.56  2.24  1.67  1.98  2.47  
 Difference -0.10  -0.30 -0.09 -0.33  -0.06 -0.33 -0.65 -0.96 0.44  0.09  0.53  -0.48  -0.30  
 t-Statistic -0.15 -0.39 -0.11 -0.41 -0.13 -0.77 -1.27 -1.53 0.62 0.24 1.02 -0.91 -0.48 
Industry Energy 3.00  2.75  0.75  2.25  3.00  3.50  3.75  1.50 1.00  1.50  1.50  1.75  2.75  
 Other 2.37  2.41  1.65  2.29  2.52  3.10  2.85  2.06 1.66  2.32  1.74  1.94  2.41  
 Difference 0.63  0.34  -0.90 -0.04  0.48  0.40  0.90  -0.56 -0.66 -0.82 -0.24 -0.19  0.34  
 t-Statistic 1.37 0.66 -1.16 -0.06 3.12*** 1.28 3.22*** -0.63 -1.49 -1.24 -0.27 -0.62 1.13 
 
The item numbers correspond to the following question items: 
1 is ‘The tax advantage of interest deductibility’ 
2 is ‘The potential costs of bankruptcy, near-bankruptcy, or financial distress’ 
3 is ‘The debt levels of other firms in your industry’ 
4 is ‘Credit ratings’ 
5 is ‘The transactions costs and fees for issuing debt’ 
6 is ‘Financial flexibility’ 
7 is ‘The volatility of earnings and cash flows’ 
8 is ‘The core debt level fluctuates with seasonal or other aspects of the business’ 
9 is ‘Limit debt so your customers/suppliers are not worried about your firm going out of business’ 
10 is ‘Issue debt when your internal funds are insufficient’ 
11 is ‘Issue debt when interest rates are particularly low’ 
12 is ‘Use debt when your equity is undervalued’ 
13 is ‘Diversify your debts due to risk concerns’ 
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Table 5.9 Fundamental Factors Affecting Funding Method Preferences 
This table presents the mean proportions for subsamples of respondents based on firm characteristics. Size is firm size, where large indicates annual revenues 
are greater than AUD$100 million. Credit rating is the company credit rating, where high indicates the investment degree (> BBB+) and no is for firms without 
credit ratings. Foreign sales is the level of foreign sales, where high indicates greater than 50% and no is for firms without foreign sales. Listing is equal to yes if 
a respondent is listed on the ASX, and no otherwise. Firm performance is strong if a respondent chooses strong or outstanding for firm performance. Age 
represents the age of the respondent, and if it is greater than 40, the respondent is old; otherwise the respondent is young. There are four industries, namely, 
materials, industrials, financials, and energy. The items corresponding to each of the item numbers from 1 to 6 are presented in the footnote to this table. The 
t-test statistics calculate if there is a statistical difference between the two samples. Here ***, **, and * denote a statistically significant difference across groups 
at the 1%, 5%, and 10% levels, respectively. 
 
Firm Characteristics  1 2 3 4 5 6 7 8 
          
Size Large 0.52 0.29 0.24 0.29  0.31 0.02 0.69 0.05 
 Small 0.43 0.29 0.14 0.36  0.07 0.00 0.00 0.29 
 Difference 0.09 0.00 0.10 -0.07  0.24 0.02 0.69 -0.24 
 t-Statistic 0.60 0.00 0.81 -0.47 2.34** 1.00 9.56*** -1.84*
Credit rating High 0.43 0.48 0.24 0.38  0.57 0.05 0.62 0.10 
 No 0.50 0.22 0.22 0.22  0.11 0.00 0.53 0.11 
 Difference -0.07 0.25 0.02 0.16  0.46 0.05 0.09 -0.02 
 t-Statistic -0.51 1.92* 0.13 1.23 3.75*** 1.00 0.66 -0.19 
Foreign sales High 0.42 0.25 0.50 0.17  0.25 0.00 0.75 0.17 
 No 0.57 0.33 0.19 0.33  0.24 0.00 0.33 0.14 
 Difference -0.15 -0.08 0.31 -0.17  0.01 0.00 0.42 0.02 
 t-Statistic -0.84 -0.50 1.77* -1.08  0.07 N/A 2.48** 0.17 
Listing Yes 0.48 0.26 0.22 0.35  0.24 0.02 0.50 0.13 
 No 0.55 0.55 0.27 0.09  0.36 0.00 0.64 0.00 
 Difference -0.07 -0.28 -0.06 0.26  -0.12 0.02 -0.14 0.13 
 t-Statistic -0.39 -1.67 -0.36 2.23** -0.76 1.00 -0.80 2.60**
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Table 5.9 (continued) 
Firm Characteristics  1 2 3 4 5 6 7 8 
Firm performance Strong 0.53 0.38 0.19 0.31  0.34 0.03 0.59 0.09 
 Poor 0.44 0.22 0.26 0.26  0.19 0.00 0.48 0.11 
 Difference 0.09 0.15 -0.07 0.05  0.16 0.03 0.11 -0.02 
 t-Statistic 0.66 1.28 -0.65 0.44 1.39 1.00 0.85 -0.21 
Gender Male 0.45 0.29 0.20 0.29  0.29 0.02 0.53 0.11 
 Female 1.00 0.33 0.33 0.33  0.00 0.00 0.67 0.00 
 Difference -0.55 -0.04 -0.13 -0.04  0.29 0.02 -0.14 0.11 
 t-Statistic -8.05*** -0.13 -0.39 -0.13 4.71*** 1.00 -0.41 2.57**
Age  Old 0.51 0.31 0.16 0.27  0.27 0.02 0.51 0.12 
 Young 0.40 0.30 0.50 0.40  0.30 0.00 0.70 0.00 
 Difference 0.11 0.01 -0.34 -0.13  -0.03 0.02 -0.19 0.12 
 t-Statistic 0.62 0.04 -1.92* -0.77 -0.21 1.00 -1.12 2.59**
Education Postgraduate 0.56 0.24 0.24 0.40  0.32 0.04 0.52 0.16 
 Undergraduate 0.42 0.36 0.21 0.18  0.24 0.00 0.58 0.03 
 Difference 0.14 -0.12 0.03 0.22  0.08 0.04 -0.06 0.13 
 t-Statistic 1.01 -1.02 0.25 1.80* 0.64 1.00 -0.42 1.61 
Industry Materials 0.17 0.17 0.33 0.17  0.17 0.00 0.50 0.33 
 Other 0.53 0.32 0.21 0.30  0.28 0.02 0.55 0.08 
 Difference -0.36 -0.15 0.13 -0.14  -0.12 -0.02 -0.05 0.26 
 t-Statistic -2.00** -0.86 0.58 -0.76 -0.65 -1.00 -0.20 1.21 
Industry Industrials 0.44 0.22 0.33 0.22  0.44 0.00 0.67 0.00 
 Other 0.49 0.33 0.20 0.29  0.24 0.02 0.53 0.12 
 Difference -0.05 -0.10 0.13 -0.06  0.20 -0.02 0.14 -0.12 
 t-Statistic -0.24 -0.64 0.73 -0.39 1.07 -1.00 0.75 -2.59**
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Table 5.9 (continued) 
Firm Characteristics  1 2 3 4 5 6 7 8 
Industry Financials 0.33 0.33 0.00 0.33  0.33 0.00 0.33 0.17 
 Other 0.51 0.30 0.25 0.28  0.26 0.02 0.57 0.09 
 Difference -0.18 0.03 -0.25 0.05  0.07 -0.02 -0.23 0.07 
 t-Statistic -0.79 0.14 -4.11*** 0.23 0.32 -1.00 -1.05 0.42 
Industry Energy 1.00 0.25 0.00 0.00  0.50 0.00 0.50 0.25 
 Other 0.45 0.31 0.24 0.31  0.25 0.02 0.55 0.09 
 Difference 0.55 -0.06 -0.24 -0.31  0.25 -0.02 -0.05 0.16 
 t-Statistic 8.05*** -0.23 -4.09*** -4.92*** 0.83 -1.00 -0.15 0.63 
 
The item numbers correspond to the following question items: 
   1 is ‘Overdraft/line of credit’ 
2 is ‘Money market’ 
3 is ‘Cash advances’ 
4 is ‘Bank bills’ 
   5 is ‘Bonds’ 
   6 is ‘Debentures’ 
   7 is ‘Term loans’ 
   8 is ‘Stocks’
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Table 5.10 Fundamental Factors Affecting the Importance of Risk Factors 
This table presents the average ratings for subsamples of respondents based on firm characteristics. Size is firm size, where large indicates annual revenues 
are greater than AUD$100 million. Credit rating is the company credit rating, where high indicates the investment degree (> BBB+) and no is for firms without 
credit ratings. Foreign sales is the level of foreign sales, where high indicates greater than 50% and no is for firms without foreign sales. Listing is equal to yes if 
a respondent is listed on the ASX, and no otherwise. Firm performance is strong if a respondent chooses strong or outstanding for firm performance. Age 
represents the age of the respondent, and if it is greater than 40, the respondent is old; otherwise the respondent is young. There are four industries, namely, 
materials, industrials, financials, and energy. The items corresponding to each of the item numbers from 1 to 6 are presented in the footnote to this table. The 
t-test statistics calculate if there is a statistical difference between the two samples. Here ***, **, and * denote a statistically significant difference across groups 
at the 1%, 5%, and 10% levels, respectively. 
 
Firm Characteristics  1 2 3 4 5 6 
        
Size Large 3.69  2.76  2.73  3.03  2.66  1.88  
 Small 3.66  2.04  2.09  2.98  1.84  1.63  
 Difference 0.10 -0.05 0.10 0.03 0.01 0.14 
 t-Statistic 0.30 3.10*** 2.77*** 0.26 3.08*** 1.01 
Credit rating High 3.71  3.04  2.82  3.14  2.32  1.96  
 No 3.69  2.27  2.38  2.96  2.33  1.74  
 Difference 0.02  0.77  0.44  0.18  0.00  0.23  
 t-Statistic 0.12 3.15*** 1.76* 0.90 -0.01 0.78 
Foreign sales High 3.90  1.79  2.50  3.40  3.15  2.50  
 No 3.67  2.39  2.16  2.86  1.61  1.77  
 Difference 0.23  -0.60  0.34  0.54  1.54  0.73  
 t-Statistic 1.75*  -1.87*  1.10  2.51**  5.01*** 2.06**  
Listing Yes 3.67  2.34  2.35  3.03  2.21  1.88  
 No 3.70  2.84  2.85  3.00  2.53  1.25  
 Difference -0.03  -0.51  -0.50  0.03  -0.32  0.63  
 t-Statistic -0.15 -1.38 -1.65 0.14 -0.76 1.94* 
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Table 5.10 (continued) 
Firm Characteristics  1 2 3 4 5 6 
Firm performance Strong 3.69 2.67 2.58 3.07 2.56 1.97 
 Poor 3.67 2.17 2.33 2.98 1.97 1.58 
 Difference 0.02 0.50 0.24 0.08 0.59 0.38 
 t-Statistic 0.18 2.16** 1.04 0.44 2.21** 1.59
Gender Male 3.68 2.36 2.37 3.02 2.24 1.78 
 Female 3.70 3.00 3.20 3.10 2.40 1.70 
 Difference -0.02 -0.64 -0.83 -0.08 -0.16 0.08 
 t-Statistic -0.09 -2.02** -2.98*** -0.17 -0.25 0.17
Age Old 3.68 2.45 2.44 3.11 2.23 1.76 
 Young 3.68 2.29 2.50 2.64 2.41 1.82 
 Difference 0.00 0.16 -0.06 0.48 -0.18 -0.06 
 t-Statistic 0.01 0.53 -0.21 1.67* -0.51 -0.17
Education Postgraduate 3.61 2.50 2.47 3.13 2.50 1.96 
 Undergraduate 3.72 2.35 2.42 2.96 2.11 1.68 
 Difference -0.11 0.15 0.05 0.17 0.39 0.28 
 t-Statistic -0.79 0.60 0.21 0.90 1.38 1.06
Industry Materials 3.76 1.62 1.67 3.05 2.10 1.95 
 Other 3.67 2.59 2.62 3.02 2.30 1.73 
 Difference 0.09 -0.97 -0.96 0.03 -0.20 0.22 
 t-Statistic 0.57 -3.65*** -2.87*** 0.11 -0.54 0.72
Industry Industrials 3.35 2.53 2.82 3.18 2.71 1.47 
 Other 3.76 2.39 2.38 3.00 2.20 1.82 
 Difference -0.41 0.14 0.45 0.18 0.51 -0.35 
 t-Statistic -1.46 0.46 1.36 0.92 1.54 -1.02
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Table 5.10 (continued) 
Firm Characteristics  1 2 3 4 5 6 
Industry Financials 3.83  2.55  2.82  3.08  1.36  1.00  
 Other 3.67  2.41  2.42  3.02  2.36  1.85  
 Difference 0.17  0.14  0.40  0.06  -0.99  -0.85  
 t-Statistic 1.26 0.34 0.96 0.23 -2.01** -2.85*** 
Industry Energy 3.86  2.57  2.71  3.36  2.57  2.21  
 Other 3.66  2.40  2.42  2.98  2.22  1.71  
 Difference 0.20  0.17  0.30  0.38  0.35  0.50  
 t-Statistic 1.64 0.54 0.82 1.40 1.13 1.53 
 
The item numbers correspond to the following question items: 
   1 is ‘Cash and liquidity risk’ 
2 is ‘Interest rate risk’ 
3 is ‘Credit risk’ 
4 is ‘Operational risk’ 
   5 is ‘Foreign exchange risk’ 
   6 is ‘Political risk’ 
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CHAPTER 6 
BEHAVIOURAL ASPECTS OF WORKING 
CAPITAL MANAGERS 
6.1 Introduction 
In addition to the fundamental factors affecting working capital management, this chapter 
explores the behavioural aspects of working capital managers. As discussed in the literature 
review, behavioural finance scientists argue that people are prone towards various 
behavioural biases when making decisions. This chapter examines how these biases affect 
the decisions of a corporate treasurer. The behavioural biases examined are the self-serving 
bias (Miller and Ross, 1975), the overconfidence bias (Frank, 1935), the loss aversion bias 
(Tversky and Kahneman, 1991), and the anchoring bias (Tversky and Kahneman, 1974). The 
goal in this chapter is to first identify whether Australian corporate treasurers exhibit any of 
these behavioural biases and, second, to explore how these behavioural biases affect 
working capital management decisions. To achieve these goals, survey questions were 
designed to identify the four behavioural biases and then to test the difference in performance 
when individuals are prone towards these biases. This chapter can be regarded as a major 
contribution to the body of literature, since Belt and Smith (1991) and others did not consider 
the behavioural aspects of managers. 
 
The rest of this chapter is organised as follows. First, the results of the self-serving bias are 
presented, followed by those for the loss aversion bias, the overconfidence bias, and the 
anchoring bias. These discussions are then summarized, leading to the development of a 
profile of a good working capital manager. Finally, the conclusion is presented. 
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6.2 Self-Serving Bias 
People are prone to the self-serving bias when they attribute the success of their firm to their 
own abilities (internal factors) and the failure of their firm to the economic environment 
(external factors). Figure 6.1 shows the importance of internal and external factors when the 
firm’s performance is either poor (failure) or strong (success). Overall, and in this instance 
this means when all the participants are considered, we find that in periods of good 
performance, respondents do not distinguish between internal and external factors, since 
they value both. In periods of bad performance, however, the respondents tend to blame 
external factors. This statement is substantiated by the mean difference observed between 
the external and internal factors, which is on a scale of 0.52 (2.58 – 2.06), and the t-statistics 
associated with such difference are 3.20. For one to conclude that all the respondents are 
prone towards this bias, one must observe that in periods of good performance respondents 
attribute this success to internal factors and blame external factors in periods of bad times. 
The first condition in periods of good performance is not clearly met, since we find that 
respondents attribute success to both internal and external factors. The closeness of the 
responses warrants future research as to what sort of bias (if any) this may lead to. The 
second condition is nevertheless achieved; however, we cannot conclude that corporate 
treasurers in Australia in general are prone towards this bias. 
 
We now focus on the 36 respondents with this bias and compare their behaviour with that of 
those who are not predisposed to this bias. The 36 respondents were identified following the 
definition of the self-serving bias postulated by Miller and Ross (1975).9 A total of 15 other 
candidates were clearly identified as not having this bias, and we could not classify the 
remaining 69 respondents in either of the two groups. We then test for any difference in 
working capital management between those who are predisposed to this bias and those who 
                                                 
9 People tend to attribute their successes to internal or personal factors but blame their failures to external factors, 
which are beyond their control. 
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are not. The results in Tables 6.1 to 6.10 show that respondents with or without the 
self-serving bias perform differently in many ways. 
Self-serving 
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Fig. 6.1 Identification of the self-serving bias. 
 
The results summarized in Table 6.1 show that corporate treasurers with the self-serving bias 
tend to aim at outperforming industry average targets. This shows that they prefer to set 
aggressive targets. Tables 6.3 and 6.4 show that managers with the self-serving bias are 
more likely to adopt rollover agreements, term sheets, and securitization and streamline 
banking relationships when compared to the non–self-serving bias respondents. The 
techniques adopted suggest that self-serving managers tend to use techniques more under 
their control rather than techniques external to the firm, such as outsourcing and factoring. As 
shown in Table 6.5, managers with the self-serving bias pay more attention to factors such as 
foreign exchange rates, inflation levels, liquidity on security markets, efficient financial 
systems, technological advances, market regulations, financial/banking environment, 
economic environment, and security costs in cash than those without this bias. This 
demonstrates that managers with the self-serving bias attach relatively a higher importance 
to external factors. Furthermore, corporate treasurers with the self-serving bias also attach a 
relatively higher importance to transaction motives for using accounts receivable, and they 
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prefer bonds to overdraft. Finally, Table 6.10 shows that this bias drives managers to 
evaluate the risk factors in their business more, since we find that they assign a relatively 
higher importance to every single risk factor, with the exception of credit risk. One of the 
major conclusions that can be drawn from this analysis is that managers with the self-serving 
bias will pay more attention to risk management. 
6.3 Overconfidence Bias 
Respondents were asked to rate their confidence level on a five-point Likert scale (0 to 4) 
when they are making decisions. A total of 49 respondents rated 4 on the scale and were 
thus classified as overconfident managers. Anyone selecting 0, 1, or 2 was classified as a 
manager with no overconfidence bias, and only nine corporate treasurers fell into that 
category. The remaining 62 rated a 3, and they were left out of the analysis. Overall, 
managers appear to be overconfident when firm performance is good and that 
overconfidence disappears in bad times (see Fig. 6.2). In Figure 6.2, the t-statistics of the 
mean difference between strong and poor performance is 5.87. 
 
We now compare the difference in working capital management practices between when 
managers are overconfident and when they are not. The results in Tables 6.1 to 6.10 show 
the differences in detail. 
Over-confidence
3.26
3.34
2.76
0
0.5
1
1.5
2
2.5
3
3.5
4
General Poor Strong
Firm Performance
C
on
fid
en
ce
 ra
tin
g
 
 - 175 -  
Fig. 6.2 Identification of the overconfidence bias. 
 
As shown in Tables 6.2, 6.3, and 6.6, managers with the overconfidence bias are more likely 
to rely on return on investment, policy on key liquidity parameters (cash or dividend 
forecasting), and inventory models. Moreover, around 90% of overconfident respondents 
utilize sales forecasting (see Table 6.6). Such findings show that overconfidence managers 
rely heavily on their own calculation models and forecasting techniques. They appear to 
focus on such techniques when making investment or managerial decisions. Table 6.4 shows 
that overconfident managers attach a higher importance to inflation levels, efficient financial 
systems, technological advances, interest rates, and security costs. The results in Table 6.8 
show that overconfident managers issue debt when internal funds are insufficient, in 
accordance with the pecking order theory. Table 6.9 shows that overconfident managers are 
more likely to use cash advances, bonds, and stocks when compared with other managers. 
However, such results do not violate the pecking order theory, since stocks and bonds are 
still the least preferred funding methods when compared with the others. Lastly, Table 6.10 
shows that overconfident managers attach a higher importance to liquidity, interest, and 
credit risks. One of the major lessons learnt from this experiment is that overconfident 
managers are more likely to rely on forecasting techniques and mathematical models. They 
are also more susceptible to adopting new products entering the marketplace that will 
enhance their decision making. 
6.4 Loss Aversion Bias 
Respondents were asked to indicate how satisfied or disappointed they would be if they 
gained or lost 10%, 20%, or 30% of their sales revenue on a five-point scale where 0 
indicates not being disappointed (not being satisfied) and 4 indicates extreme disappointment 
(extreme satisfaction). Higher scores reflect an increase in disappointment or an increase in 
satisfaction. The intensity of the emotion is therefore reflected in higher scores, and it is 
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hypothesized that losses are felt with greater intensity than gains. We therefore expect to see 
higher disappointment scores than satisfaction scores. 
 
Figure 6.3 shows that generally losses (degree of disappointment) are associated with higher 
scores than gains (degree of satisfaction) for the same amount of money in the sample. We 
then identify the exact number of corporate treasurers who exhibited a loss aversion bias on 
the basis of the definition introduced by Tversky and Kahneman (1991).10 The respondent 
can be identified as being prone to loss aversion bias if the rating of disappointment (loss) is 
greater than that of satisfaction (gain) for the same amount of money (10%, 20%, and 30% of 
sales revenues). Furthermore, the loss aversion bias is more pronounced for lower 
percentages of sales. There were 24 respondents with this bias, and 43 without. The 
remaining 53 respondents were left out of the analysis. 
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Fig.6.3 Loss aversion bias: gains and losses as a percentage of sales revenue. 
 
                                                 
10 For the same amounts of losses and gains, people will feel the pain of loss more than the happiness of gains. 
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Figure 6.3 shows that corporate treasurers are prone towards the loss aversion bias, since 
the mean of disappointment is higher than the mean of satisfaction (the t-statistics of the 
mean difference are 8.31, 6.17, and 3.89 for 10%, 20%, and 30% of the sales revenue, 
respectively). Next we identify the major differences between the practices of managers with 
the loss aversion bias and those without. It appears that corporate treasurers with the loss 
aversion bias do better in bad debt control. In the responses, around 87.5% of corporate 
treasurers with the loss aversion bias tend to keep their bad debt level under 1%. The 
proportion is lower for corporate treasurers without this bias (65%). The results in Tables 6.1 
to 6.4 show that corporate treasurers with the loss aversion bias are less likely to emphasise 
the importance of working capital management and less likely to manage cash through 
leading and lagging or utilizing the cash conversion cycle or term sheets when compared to 
those without such a bias. Moreover, as shown in Tables 6.5 and 6.8, liquidity on security 
markets is important, and the debt levels of other firms are unimportant for managers with the 
loss aversion bias. 
6.5 Anchoring and Representativeness Bias 
To indentify whether corporate treasurers exhibit the anchoring bias, participants were asked 
to rate the likelihood of providing credit sales in two different scenarios. It was assumed that 
the participants made credit sales to a low credit rating company A and that the low credit 
rating company has paid on time. Participants were then asked to indicate their likelihood of 
providing credit sales to the same company A (scenario 1) or another low credit rating 
company (scenario 2) in the future. Respondents were also asked to rate the likelihood of 
providing credit sales to these two companies if company A did not pay its debt on time. 
 
Figure 6.4 shows that it is clear that past experience has a strong effect on future decisions. 
For instance, if the low credit rated company paid its accounts payable on time, there is a 
strong possibility that Australian corporate treasurers will make credit sales to the same 
company in the future. However, if the company did not pay on time, respondents became 
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reluctant to make credit sales to the same company again (the t-statistics of the mean 
difference under the above two situations are 15.30). Furthermore, the possibility of making 
credit sales to another low credit rated company was also affected by the behaviour of 
company A. This is all evidence supporting the anchoring (representativeness) bias. 
Respondents were asked to indicate the likelihood for each scenario on a five-point scale 
where 0 reflects ‘not likely to make a credit sales’ and 4 represents ‘extremely likely to make a 
credit sales’. If respondents rated 3 or 4 for the same company A while giving the same high 
rating for another low credit rating company, we assumed that they are prone to the 
anchoring (representativeness) bias. If respondents rated 0, 1, or 2 for the above two 
scenarios, we assumed that they do not exhibit such a bias (for a more detailed explanation, 
see Section 3.3.3.3). Overall, there are 24 respondents with the anchoring bias and 35 
respondents without. The remaining 61 respondents were left out of the analysis. 
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Fig. 6.4 Identification of the anchoring bias. 
 
The item numbers in Figure 6.4 correspond to the following: 
1: If the low credit rated company A paid on time, the possibility of making credit sales to 
another low credit rated company in the future 
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2: If the low credit rated company A paid on time, the possibility of making credit sales to the 
same company in the future 
3: If the low credit rated company A did not pay its debt on time, the possibility of making 
credit sales to another low credited company in the future 
4: If the low credit rated company A did not pay its debt on time, the possibility of making 
credit sales to the same company in the future 
 
Figure 6.4 clearly indicates that managers are much more anchored on providing credit to the 
same company if it paid on time. The results in Tables 6.3 and 6.4 show that corporate 
treasurers with the anchoring bias are more likely to use term sheets, minimize float, and 
tender for banking services. Table 6.5 shows that managers with the anchoring bias appear 
to attach less importance to inflation levels in cash decisions. As shown in Table 6.6, 
corporate treasurers with the anchoring bias are unlikely to use material requirement planning 
compared to those without such a bias. Table 6.8 shows that the potential cost of financial 
distress, the debt levels of other firms in the same industry, and seasonal factors are 
important factors in debt policy for corporate treasurers with this bias. Finally, Table 6.9 
shows that managers with the anchoring bias are less likely to use bank bills. 
 
6.6 Profiling a Good Corporate Treasurer 
By considering the above findings for different behavioural biases, we can conclude that 
Australian corporate treasurers are prone towards various behavioural biases and such 
biases can affect their decisions. It is important to bear in mind that behavioural biases are 
not necessarily bad attributes to have, since they have the potential to enhance managerial 
decisions in certain specific areas that were identified earlier this Chapter in working capital 
management. For instance, overconfident managers tend to rely on models and forecasting 
techniques. This can be useful in a business that is about to introduce new technologies and 
systems. Managers with the loss aversion bias manage bad debt more efficiently whereby 
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keep bad debt at a relative low level. This suggests that organizations with troubled clients 
and high levels of sales on credit should employ working capital managers with the loss 
aversion bias. Corporate treasurers with the anchoring bias or representativeness bias tend 
to manage distressed firms more efficiently. If a firm is in distress, the firm should consider 
hiring a manager with the representativeness bias. Corporate treasurers with the self-serving 
bias focus on external factors and tend to place more importance on risk management. If a 
firm wants to manage their risk, or even in periods of market downturns, the findings suggest 
managers with the self-serving bias will be useful. When we combine all these different 
biases together, we can generate the profile of a good working capital manager, which is 
shown in Figure 6.5. The implication of this model is that a firm should understand what it 
wants to achieve before recruiting a corporate treasurer. Firms should consider selecting a 
person with the right bias to achieve their objectives. Such findings are in accordance with the 
practices and beliefs in some firms and industries whereby psychological tests are conducted 
prior to hiring new staff members. This study extends these models to include the four biases 
discussed above. 
 
Fig. 6.5 Profile of a good corporate treasurer. 
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6.7 Conclusion 
This chapter investigates the behavioural biases that affect working capital management in 
Australia. The behavioural aspect of working capital management is a major contribution of 
this thesis, since the extant literature fails to consider it. The empirical results show that 
Australian corporate treasurers are prone towards various behavioural biases, such as the 
self-serving, overconfidence, loss aversion, and anchoring biases, and these biases affect 
their decisions. Furthermore, these biases are not necessarily bad attributes and, if used 
correctly, can increase the efficiency of working capital management. As a result, this chapter 
proposes a profile of a good working capital manager. 
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Table 6.1 Behavioural Biases Affecting Working Capital Management 
This table presents the mean proportions for subsamples of respondents based on behavioural biases. When a manager is prone towards a bias, this is 
represented by a yes, and by a no otherwise. There are four different biases, namely, the self-serving, overconfidence, loss aversion, and representativeness 
(anchoring) biases. Numbers 1 to 6 correspond to the various working capital practices, which are in the footnote of this table. The t-test statistics calculate if 
there is a statistical difference between the two samples. Here ***, **, and * denote statistically significant differences across groups at the 1%, 5%, and 10% 
levels, respectively.  
Behavioural Bias  1 2 3 4 5 6 
Self-serving bias Yes 0.61  0.44  0.22  0.08  0.06  0.25  
 No 0.67  0.53  0.20  0.00  0.07  0.20  
 Difference -0.06  -0.09  0.02  0.08  -0.01  0.05  
 t-Statistic -0.37 -0.56 0.17 1.78* -0.14 0.39 
Overconfidence bias Yes 0.59  0.43  0.37  0.06  0.08  0.27  
 No 0.56  0.33  0.11  0.00  0.00  0.33  
 Difference 0.04  0.10  0.26  0.06  0.08  -0.07  
 t-Statistic 0.19  0.53  1.95*  1.77*  2.07**  -0.38  
Loss aversion bias Yes 0.46  0.42  0.33  0.00  0.04  0.25  
 No 0.70  0.47  0.19  0.00  0.00  0.21  
 Difference -0.24  -0.05  0.15  0.00  0.04  0.04  
 t-Statistic -1.90*  -0.38  1.28  N/A 1.00  0.37  
Representativeness  Yes 0.63  0.42  0.17  0.08  0.04  0.33  
(anchoring) bias No 0.49  0.51  0.20  0.00  0.06  0.17  
 Difference 0.14  -0.10  -0.03  0.08  -0.02  0.16  
 t-Statistic 1.05 -0.73 -0.32 1.45 -0.27 1.38 
 
The item numbers correspond to the following question items: 
  1 is ‘Emphasize the importance of working capital within the organization’  4 is ‘Outperform industry average targets’ 
2 is ‘Put in place structure, governance, and dedicated resources’   5 is ‘Embed change management’ 
3 is ‘Understand and design performance drivers’      6 is ‘Goal setting approaches’ 
 
 - 183 -  
Table 6.2 Behavioural Biases Affecting Key Value Metrics 
This table presents the mean proportions for subsamples of respondents based on behavioural biases. When a manager is prone towards a bias, this is 
represented by a yes, and otherwise by a no. There are four different biases, namely, the self-serving, overconfidence, loss aversion, and representativeness 
(anchoring) biases. Numbers 1 to 6 correspond to the various working capital practices, which are in the footnote of this table. The t-test statistics calculate if 
there is a statistical difference between the two samples. Here ***, **, and * denote a statistically significant difference across groups at the 1%, 5%, and 10% 
levels, respectively. 
Behavioural Bias  1 2 3 4 5 6 
        
Self-serving bias Yes 0.50  0.25  0.39  0.22  0.14  0.28  
 No 0.73  0.20  0.33  0.07  0.07  0.13  
 Difference -0.23  0.05  0.06  0.16  0.07  0.14  
 t-Statistic -1.61 0.39 0.37 1.61 0.81 1.22 
Overconfidence bias Yes 0.55  0.29  0.49  0.20  0.06  0.14  
 No 0.78  0.22  0.22  0.00  0.11  0.11  
 Difference -0.23  0.06  0.27  0.20  -0.05  0.03  
 t-Statistic -1.39  0.39  1.63  3.51***  -0.43  0.26  
Loss aversion bias Yes 0.54  0.29  0.46  0.04  0.04  0.13  
 No 0.57  0.23  0.39  0.25  0.02  0.16  
 Difference -0.03  0.06  0.07  -0.21  0.02  -0.03  
 t-Statistic -0.21  0.56  0.56  -2.67***  0.40  -0.38  
Representativeness  Yes 0.54  0.21  0.38  0.25  0.08  0.25  
(anchoring) bias No 0.57  0.17  0.34  0.14  0.06  0.17  
 Difference -0.03  0.04  0.03  0.11  0.03  0.08  
 t-Statistic -0.22 0.35 0.25 0.99 0.37 0.71 
  The item numbers correspond to the following question items: 
1 is ‘Net working capital’    4 is ‘Cash conversion cycle’ 
2 is ‘Return on investment’    5 is ‘Benchmark against competition’ 
3 is ‘Risk management’     6 is ‘Weighted average cost of capital’ 
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Table 6.3 Behavioural Biases Affecting Working Capital Management Methods 
This table presents the mean proportions for subsamples of respondents based on behavioural biases. When a manager is prone towards a bias, this is 
represented by a yes, and otherwise by a no. There are four different biases, namely, the self-serving, overconfidence, loss aversion, and representativeness 
(anchoring) biases. Numbers 1 to 6 correspond to the various working capital practices, which are in the footnote of this table. The t-test statistics calculate if 
there is a statistical difference between the two samples. Here ***, **, and * denote a statistically significant difference across groups at the 1%, 5%, and 10% 
levels, respectively. 
 
Behavioural Bias  1 2 3 4 5 6 
Self-serving bias Yes 0.34  0.32  0.12  0.12  0.15  0.09  
 No 0.07  0.07  0.07  0.00  0.20  0.07  
 Difference 0.28  0.26  0.05  0.12  -0.05  0.02  
 t-Statistic 2.62*** 2.44** 0.59 2.10** -0.43 0.26 
Overconfidence bias Yes 0.23  0.23  0.09  0.06  0.15  0.06  
 No 0.11  0.11  0.11  0.11  0.11  0.00  
 Difference 0.12  0.12  -0.03  -0.05  0.04  0.06  
 t-Statistic 0.96  0.96  -0.22  -0.40  0.31  1.77*  
Loss aversion bias Yes 0.17  0.09  0.04  0.13  0.17  0.00  
 No 0.26  0.28  0.14  0.16  0.21  0.09  
 Difference -0.08  -0.19  -0.10  -0.03  -0.04  -0.09  
 t-Statistic -0.78  -2.10**  -1.39  -0.35  -0.35  -2.08**  
Representativeness  Yes 0.25  0.42  0.21  0.13  0.13  0.04  
(anchoring) bias No 0.23  0.21  0.06  0.15  0.09  0.09  
 Difference 0.02  0.21  0.15  -0.02  0.04  -0.05  
 t-Statistic 0.19 1.69* 1.59 -0.24 0.43 -0.72 
  The item numbers correspond to the following question items: 
   1 is ‘Rollover agreement’    4 is ‘Securitization’ 
2 is ‘Term sheet’      5 is ‘Outsourcing’ 
3 is ‘Collection agency’     6 is ‘Factoring’
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Table 6.4 Behavioural Biases Affecting Cash Management 
This table presents the mean proportions for subsamples of respondents based on behavioural biases. When a manager is prone towards a bias, this is 
represented by a yes, and otherwise by a no. There are four different biases, namely, the self-serving, overconfidence, loss aversion, and representativeness 
(anchoring) biases. Numbers 1 to 6 correspond to the various working capital practices, which are in the footnote of this table. The t-test statistics calculate if 
there is a statistical difference between the two samples. Here ***, **, and * denote a statistically significant difference across groups at the 1%, 5%, and 10% 
levels, respectively. 
 
Behavioural Bias  1 2 3 4 5 6 7 8 9 10 11 12 
              
Self-serving bias Yes 0.26 0.40 0.74 0.57 0.17 0.20  0.17 0.23 0.34 0.23 0.17 0.09 
 No 0.27 0.40 0.73 0.80 0.20 0.07  0.07 0.00 0.27 0.20 0.20 0.00 
 Difference -0.01 0.00 0.01 -0.23 -0.03 0.13  0.10 0.23 0.08 0.03 -0.03 0.09 
 t-Statistic -0.07 0.00 0.07 -1.67 -0.23 1.39 1.13 3.17*** 0.53 0.22 -0.23 1.79 
Overconfidence bias Yes 0.33 0.45 0.69 0.61 0.24 0.24  0.10 0.22 0.33 0.29 0.22 0.08 
 No 0.33 0.44 0.44 0.67 0.22 0.22  0.22 0.11 0.00 0.11 0.22 0.00 
 Difference -0.01 0.00 0.25 -0.05 0.02 0.02  -0.12 0.11 0.33 0.17 0.00 0.08 
 t-Statistic -0.04 0.02 1.33 -0.30 0.14 0.14  -0.78 0.90 4.82*** 1.36 0.01 2.07** 
Loss aversion bias Yes 0.26 0.48 0.57 0.57 0.22 0.13  0.00 0.22 0.39 0.26 0.13 0.00 
 No 0.19 0.42 0.70 0.51 0.23 0.21  0.14 0.07 0.37 0.16 0.14 0.09 
 Difference 0.07 0.06 -0.13 0.05 -0.02 -0.08  -0.14 0.15 0.02 0.10 -0.01 -0.09 
 t-Statistic 0.67 0.46 -1.04 0.41 -0.14 -0.83  -2.61*** 1.53 0.15 0.89 -0.10 -2.08** 
Representativeness  Yes 0.38 0.46 0.75 0.42 0.25 0.29  0.13 0.17 0.38 0.17 0.33 0.17 
(anchoring) bias No 0.24 0.35 0.59 0.62 0.24 0.06  0.06 0.18 0.47 0.18 0.12 0.09 
 Difference 0.14 0.11 0.16 -0.20 0.01 0.23  0.07 -0.01 -0.10 -0.01 0.22 0.08 
 t-Statistic 1.12 0.79 1.30 -1.51 0.13 2.26** 0.83 -0.10 -0.72 -0.10 1.91* 0.85 
 
The item numbers correspond to the following question items: 
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   1 is ‘Managing cash through netting’            7 is ‘Managing cash through leading and lagging’ 
2 is ‘Diversification of banks’             8 is ‘Streamline bank relationships’ 
3 is ‘Centralization of cash management decisions’        9 is ‘Policy on key liquidity parameters’ 
4 is ‘Meet payment in a timely manner’         10 is ‘Emergency liquidity reserves’ 
   5 is ‘Account structure/set-offs’           11 is ‘Tender for banking services’ 
   6 is ‘Minimize float’             12 is ‘Reduce time frames/error margins’ 
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Table 6.5 Importance of Factors Affecting Cash Management with Behavioural Biases 
This table presents the mean proportions for subsamples of respondents based on behavioural biases. When a manager is prone towards a bias, this is 
represented by a yes, and otherwise by a no. There are four different biases, namely, the self-serving, overconfidence, loss aversion, and representativeness 
(anchoring) biases. Numbers 1 to 6 correspond to the various working capital practices, which are in the footnote of this table. The t-test statistics calculate if 
there is a statistical difference between the two samples. Here ***, **, and * denote a statistically significant difference across groups at the 1%, 5%, and 10% 
levels, respectively. 
  
Behavioural Bias  1 2 3 4 5 6 7 8 9 10 
            
Self-serving bias Yes 2.26  1.57  2.59  2.97  2.21  2.46  2.69  2.82 3.26  2.31  
 No 1.27  0.87  1.47  1.80  0.93  1.33  2.07  1.93 2.20  1.40  
 Difference 0.99  0.70  1.12  1.17  1.28  1.12  0.62  0.88 1.06  0.91  
 t-Statistic 2.64*** 2.56** 3.29*** 3.47*** 4.42*** 3.63*** 1.41 2.45** 3.55*** 2.90***
Overconfidence bias Yes 2.17  1.77  2.48  2.80  1.85  2.24  2.71  2.96 2.96  2.16  
 No 2.00  0.78  2.22  1.78  1.00  1.89  1.33  2.67 2.78  1.33  
 Difference 0.17  0.99  0.26  1.02  0.85  0.36  1.38  0.29 0.18  0.83  
 t-Statistic 0.31  2.75*** 0.41  2.36** 2.10**  0.63  4.70*** 0.58 0.47  2.26** 
Loss aversion bias Yes 1.79  1.42  2.71  2.25  1.67  2.08  2.33  2.42 2.58  1.79  
 No 1.74  1.14  2.07  2.37  1.63  1.67  2.44  2.64 2.86  1.95  
 Difference 0.05  0.28  0.64  -0.12 0.04  0.41  -0.11 -0.23 -0.28 -0.16 
 t-Statistic 0.13  1.06  2.06** -0.43 0.12  1.45  -0.36 -0.72 -1.09 -0.58 
Representativeness  Yes 2.21  0.92  2.00  2.30  1.52  1.78  2.30  3.00 3.04  1.74  
(anchoring) bias No 1.82  1.41  2.20  2.57  1.53  1.89  2.43  2.63 2.91  1.91  
 Difference 0.38  -0.50 -0.20 -0.27 -0.01  -0.10 -0.12 0.37 0.13  -0.18 
 t-Statistic 1.02 -1.97* -0.54 -0.77 -0.02 -0.30 -0.42 1.25 0.54 -0.58 
 
The item numbers correspond to the following question items: 
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   1 is ‘Foreign exchange rate’            6 is ‘Market regulations’ 
2 is ‘Level of inflation’             7 is ‘Interest rates’ 
3 is ‘Liquidity on security markets’          8 is ‘Financial/banking environment’ 
4 is ‘Efficient financial systems’          9 is ‘Economic environment’ 
   5 is ‘Technological advances’         10 is ‘Security costs’ 
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Table 6.6 Behavioural Biases Affecting Inventory Management 
This table presents the mean proportions for subsamples of respondents based on behavioural biases. When a manager is prone towards a bias, this is 
represented by a yes, and otherwise by a no. There are four different biases, namely, the self-serving, overconfidence, loss aversion, and representativeness 
(anchoring) biases. Numbers 1 to 6 correspond to the various working capital practices, which are in the footnote of this table. The t-test statistics calculate if 
there is a statistical difference between the two samples. Here ***, **, and * denote a statistically significant difference across groups at the 1%, 5%, and 10% 
levels, respectively. 
 
Behavioural Bias  1 2 3 4 5 6 
Self-serving bias Yes 0.67  0.56  0.22  0.11  0.22  0.67  
 No 0.60  0.80  0.40  0.00  0.20  0.60  
 Difference 0.07  -0.24  -0.18  0.11  0.02  0.07  
 t-Statistic 0.23 -0.92 -0.62 1.00 0.09 0.23 
Overconfidence bias Yes 0.68  0.89  0.32  0.37  0.42  0.58  
 No 0.67  0.33  0.33  0.00  0.33  0.67  
 Difference 0.02  0.56  -0.02  0.37  0.09  -0.09  
 t-Statistic 0.05  1.65  -0.05  3.24*** 0.25  -0.25  
Loss aversion bias Yes 0.83  0.83  0.33  0.17  0.33  0.67  
 No 0.47  0.65  0.41  0.12  0.35  0.41  
 Difference 0.36  0.19  -0.08  0.05  -0.02  0.25  
 t-Statistic 1.74  0.91  -0.32  0.26  -0.08  1.04  
Representativeness  Yes 0.33  0.67  0.44  0.11  0.33  0.67  
(anchoring) bias No 0.73  0.73  0.09  0.36  0.27  0.55  
 Difference -0.39  -0.06  0.35  -0.25  0.06  0.12  
 t-Statistic -1.81* -0.28 1.79 -1.34 0.28 0.53 
 
The item numbers correspond to the following question items: 
   1 is ‘Material requirement planning’    4 is ‘Inventory models (economic order quantity, economic productivity quantity, etc.)’ 
2 is ‘Sales forecasting’       5 is ‘Enterprise resource planning system’ 
3 is ‘Just-in-time’        6 is ‘Supply chain management’ 
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Table 6.7 Behavioural Biases Affecting Inventory Management 
This table presents the mean proportions for subsamples of respondents based on behavioural biases. When a manager is prone towards a bias, this is 
represented by a yes, and otherwise by a no. There are four different biases, namely, the self-serving, overconfidence, loss aversion, and representativeness 
(anchoring) biases. Numbers 1 to 6 correspond to the various working capital practices, which are in the footnote of this table. The t-test statistics calculate if 
there is a statistical difference between the two samples. Here ***, **, and * denote a statistically significant difference across groups at the 1%, 5%, and 10% 
levels, respectively. 
 
Behavioural Bias  1 2 3 4 5 
Self-serving bias Yes 0.26  0.11  0.34  0.37  0.00  
 No 0.20  0.07  0.07  0.27  0.07  
 Difference 0.06  0.05  0.28  0.10  -0.07  
 t-Statistic 0.44 0.55 2.62*** 0.73 -1.00 
Overconfidence bias Yes 0.31  0.12  0.29  0.39  0.02  
 No 0.11  0.11  0.11  0.22  0.11  
 Difference 0.20  0.01  0.17  0.17  -0.09  
 t-Statistic 1.51  0.09  1.36  1.02  -0.80  
Loss aversion bias Yes 0.17  0.08  0.25  0.42  0.00  
 No 0.26  0.12  0.26  0.33  0.05  
 Difference -0.09  -0.03  -0.01  0.09  -0.05  
 t-Statistic -0.87  -0.43  -0.05  0.72  -1.43  
Representativeness  Yes 0.38  0.17  0.42  0.42  0.00  
(anchoring) bias No 0.26  0.06  0.24  0.35  0.06  
 Difference 0.11  0.11  0.18  0.06  -0.06  
 t-Statistic 0.87 1.23 1.43 0.48 -1.44 
 
The item numbers correspond to the following question items: 
   1 is ‘Financial motives’     4 is ‘Operating motives’ 
2 is ‘Price motives’      5 is ‘Tax-based motives’ 
3 is ‘Transaction motives’ 
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Table 6.8 Behavioural Biases Affecting Debt Management 
This table presents the mean proportions for subsamples of respondents based on behavioural biases. When a manager is prone towards a bias, this is 
represented by a yes, and otherwise by a no. There are four different biases, namely, the self-serving, overconfidence, loss aversion, and representativeness 
(anchoring) biases. Numbers 1 to 6 correspond to the various working capital practices, which are in the footnote of this table. The t-test statistics calculate if 
there is a statistical difference between the two samples. Here ***, **, and * denote a statistically significant difference across groups at the 1%, 5%, and 10% 
levels, respectively. 
 
Behavioural Bias  1 2 3 4 5 6 7 8 9 10 11 12 13 
               
Self-serving bias Yes 2.16  2.58  1.42  2.26  2.32  2.84  2.84  1.89 1.67  2.00  1.71  1.50  2.33  
 No 1.75  2.00  1.50  2.25  3.00  3.00  3.00  2.50 2.00  2.25  1.75  2.25  2.25  
 Difference 0.41  0.58  -0.08  0.01  -0.68  -0.16 -0.16 -0.61 -0.33 -0.25 -0.04 -0.75  0.08  
 t-Statistic 0.69 1.19 -0.11 0.01 -1.39 -0.68 -0.35 -1.08 -0.51 -0.47 -0.08 -1.32 0.14 
Overconfidence bias Yes 2.23  2.46  1.54  2.00  2.52  3.22  3.07  2.00 1.59  2.52  1.84  1.69  2.41  
 No 2.67  3.00  2.33  2.67  2.67  2.67  3.33  2.67 2.00  1.33  1.50  2.33  3.00  
 Difference -0.44  -0.54 -0.79  -0.67  -0.15  0.56  -0.26 -0.67 -0.41 1.19  0.34  -0.64  -0.59  
 t-Statistic -0.60  -1.90* -0.65  -1.48  -0.36  1.40  -0.68 -1.65 -0.66 3.15*** 0.61  -0.91  -0.95  
Loss aversion bias Yes 2.25  2.00  0.75  2.13  2.38  3.50  2.63  1.75 1.38  2.00  2.00  1.50  2.63  
 No 2.33  2.52  1.67  2.14  2.81  3.24  2.95  2.50 1.70  2.37  1.50  1.95  2.25  
 Difference -0.08  -0.52 -0.92  -0.02  -0.43  0.26  -0.33 -0.75 -0.33 -0.37 0.50  -0.45  0.38  
 t-Statistic -0.18  -0.90 -2.28** -0.03  -1.59  1.12  -0.72 -1.38 -0.78 -0.94 1.08  -1.19  0.89  
Representativeness Yes 3.13  2.80  2.27  2.67  2.73  3.00  3.13  2.57 1.71  2.23  1.77  2.00  2.57  
(anchoring) bias No 2.29  1.86  1.21  2.29  2.40  3.00  2.87  1.73 1.40  2.08  1.83  1.62  2.14  
 Difference 0.85  0.94  1.05  0.38  0.33  0.00  0.27  0.84 0.31  0.15  -0.06 0.38  0.43  
 t-Statistic 1.72 2.07* 1.98* 0.72 0.98 0.00 0.80 1.78* 0.81 0.40 -0.13 0.90 0.90 
 
The item numbers correspond to the following question items: 
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1 is ‘The tax advantage of interest deductibility’ 
2 is ‘The potential costs of bankruptcy, near-bankruptcy, or financial distress’ 
3 is ‘The debt levels of other firms in your industry’ 
4 is ‘Credit ratings’ 
5 is ‘The transactions costs and fees for issuing debt’ 
6 is ‘Financial flexibility’ 
7 is ‘The volatility of earnings and cash flows’ 
8 is ‘The core debt level fluctuates with seasonal or other aspects of the business’ 
9 is ‘Limit debt so your customers/suppliers are not worried about your firm going out of business’ 
10 is ‘Issue debt when your internal funds are not sufficient’ 
11 is ‘Issue debt when interest rates are particularly low’ 
12 is ‘Use debt when your equity is undervalued’ 
13 is ‘Diversify your debts due to risk concerns’ 
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Table 6.9 Behavioural Biases Affecting Preference Source of Funding 
This table presents the mean proportions for subsamples of respondents based on behavioural biases. When a manager is prone towards a bias, this is 
represented by a yes, and otherwise by a no. There are four different biases, namely, the self-serving, overconfidence, loss aversion, and representativeness 
(anchoring) biases. Numbers 1 to 6 correspond to the various working capital practices, which are in the footnote of this table. The t-test statistics calculate if 
there is a statistical difference between the two samples. Here ***, **, and * denote a statistically significant difference across groups at the 1%, 5%, and 10% 
levels, respectively. 
 
Behavioural Bias  1 2 3 4 5 6 7 8 
Self-serving bias Yes 0.50 0.25 0.15 0.15 0.20 0.00 0.55 0.10 
 No 1.00 0.50 0.25 0.50 0.00 0.00 0.50 0.00 
 Difference -0.50 -0.25 -0.10 -0.35 0.20 0.00 0.05 0.10 
 t-Statistic -4.36*** -0.82 -0.38 -1.17 2.18** N/A 0.16 1.45
Overconfidence bias Yes 0.52 0.34 0.24 0.34 0.21 0.03 0.59 0.10 
 No 0.67 0.33 0.00 0.33 0.00 0.00 0.67 0.00 
 Difference -0.15 0.01 0.24 0.01 0.21 0.03 -0.08 0.10 
 t-Statistic -0.43 0.03 2.98*** 0.03 2.70** 1.00 -0.23 1.80* 
Loss aversion bias Yes 0.63 0.25 0.25 0.38 0.50 0.13 0.75 0.00 
 No 0.39 0.39 0.22 0.13 0.22 0.00 0.48 0.04 
 Difference 0.23 -0.14 0.03 0.24 0.28 0.13 0.27 -0.04 
 t-Statistic 1.11 -0.73 0.18 1.24 1.36 1.00 1.39 -1.00 
Representativeness  Yes 0.63 0.38 0.13 0.13 0.25 0.00 0.56 0.06 
(anchoring) bias No 0.53 0.20 0.27 0.40 0.33 0.00 0.60 0.07 
 Difference 0.09 0.18 -0.14 -0.28 -0.08 0.00 -0.04 0.00 
 t-Statistic 0.50 1.06 -0.97 -1.76* -0.49 N/A -0.20 -0.05
The item numbers correspond to the following question items: 
   1 is ‘Overdraft/line of credit’       5 is ‘Bonds’ 
2 is ‘Money market’        6 is ‘Debentures’ 
3 is ‘Cash advances’        7 is ‘Term loans’ 
4 is ‘Bank bills’         8 is ‘Stocks’ 
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Table 6.10 Behavioural Biases Affecting Risk Management 
This table presents the mean proportions for subsamples of respondents based on behavioural biases. When a manager is prone towards a bias, this is 
represented by a yes, and otherwise by a no. There are four different biases, namely, the self-serving, overconfidence, loss aversion, and representativeness 
(anchoring) biases. Numbers 1 to 6 correspond to the various working capital practices, which are in the footnote of this table. The t-test statistics calculate if 
there is a statistical difference between the two samples. Here ***, **, and * denote a statistically significant difference across groups at the 1%, 5%, and 10% 
levels, respectively. 
 
Behavioural Bias  1 2 3 4 5 6 
Self-serving bias Yes 3.92  2.76  2.74  3.49  2.50  2.11  
 No 3.20  1.87  2.47  2.47  1.67  1.27  
 Difference 0.72  0.89  0.28  1.02  0.83  0.85  
 t-Statistic 2.53** 2.27** 0.91 2.97*** 1.93* 2.47** 
Overconfidence bias Yes 3.88  2.60  2.65  3.21  2.48  2.13  
 No 2.89  1.33  1.67  2.67  2.22  1.44  
 Difference 0.99  1.27  0.98  0.54  0.26  0.68  
 t-Statistic 1.92*  3.05*** 1.95*  1.26  0.45  1.50  
Loss aversion bias Yes 3.79  2.21  2.33  3.00  2.13  1.96  
 No 3.59  2.34  2.34  2.93  2.18  1.66  
 Difference 0.20  -0.13  -0.01  0.07  -0.06  0.30  
 t-Statistic 1.31  -0.39  -0.02  0.25  -0.14  0.83  
Representativeness  Yes 3.71  2.71  2.58  2.79  2.58  1.67  
(anchoring) bias No 3.71  2.18  2.50  3.03  2.03  1.44  
 Difference -0.01  0.53  0.08  -0.24  0.55  0.23  
 t-Statistic -0.03 1.63 0.27 -0.90 1.44 0.66 
 
The item numbers correspond to the following question items: 
   1 is ‘Cash and liquidity risk’     4 is ‘Operational risk’ 
2 is ‘Interest rate risk’      5 is ‘Foreign exchange risk’ 
3 is ‘Credit risk’       6 is ‘Political risk’ 
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CHAPTER 7 
 The GLOBAL FINANCIAL CRISIS 
AND 
WORKING CAPITAL MANAGEMENT 
7.1 Introduction 
Another innovative aspect of this thesis is that it explores how working capital managers 
responded during the recent global financial crisis (GFC). The literature reviewed in Chapter 
2 portrays the GFC as a crisis leading to a credit crunch with a systemic spillover into the real 
economy. It simultaneously emphasizes the importance of reinforcing risk control. However, 
the detailed policy changes with respect to cash, inventory, accounts receivable, debt, and 
risk management have not been adequately addressed. By adopting a qualitative research 
method, corporate treasurers were asked to answer some open-ended survey questions 
related to the impact of GFC on working capital management. Participants were first asked to 
comment on the changes in working capital management in general and then to discuss the 
alterations they had to make with respect to cash, inventory, accounts receivable, and debt. 
The rest of this chapter follows the structure of the survey questionnaire and is organized as 
follows. The next section discusses the impact of the GFC on working capital management. 
Sections 7.3 to 7.5 explore the impacts of the GFC with respect to cash, inventory, accounts 
receivable, and debt, followed by the conclusion. 
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7.2 Impact of the GFC on Working Capital Management 
The respondents, all Australian working capital managers, were asked open-ended questions 
about whether their working capital management practices changed after the GFC. Around 
51% of the respondents changed their working capital practices during the GFC period. Their 
firms took a conservative approach, in that they became more risk averse. These firms 
tended to tighten their central controls and credit controls, reviewed their working capital 
policies more frequently, and simultaneously improved forecasting and monitoring systems. It 
can be concluded that firms changed their working capital management mainly in the 
following ways. First, firms reduced their fixed costs by decreasing capital expenditures. 
Second, firms maintained their liquidity status by focussing on the preservation of cash and 
reducing cash conversion cycles. Third, firms reduced inventory and debt with the intention of 
keeping additional funding buffers. Lastly, firms tightened credit controls by focusing on the 
credit worthiness of counterparties. The following sections provide more details on how 
corporate treasurers modified their strategies with respect to cash, inventory, accounts 
receivable, and debt. 
 
7.3 Impact of the GFC on Cash Management 
Respondents were asked to comment on how cash level arrangements were altered after or 
during the GFC. The survey results shown in Figure 7.1 indicate that around 21% of the 
respondents increased their cash levels and 34% decreased their cash levels. Interestingly, 
nearly half of the respondents did not alter their cash management habits. Consistent with the 
principle of ‘cash is king’, we observe that a fraction of the working capital managers adopted 
a conservative approach by preserving cash. Firms that decreased their cash, and possibly 
firms that maintained cash levels, could have been focussing on paying off their existing debt. 
Besides cash levels, firms also changed their savings behaviours during the GFC. Many 
organizations faced financial distress or near-bankruptcy or went bankrupt during the GFC. 
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Another interesting finding is that institutions preferred to deposit their cash with the Big Four 
banks, to minimize the risk of their funds disappearing overnight. 
 
Cash level during GFC
Increased
21%
Not changed
45%
Decreased
34%
 
Fig. 7.1 Cash levels during the GFC. 
7.4 Impact of the GFC on Inventory Management 
There were not many responses to this particular open-ended question. However, within the 
50% of the respondents who changed working capital practices, around 30% (15% of the 
total) of the respondents indicated that they made changes in their inventory management. 
Their goal was to tighten inventory control systems by reducing inventory levels, another way 
of minimizing risk during that crisis period. Firms narrowed the days inventory held 
presumably in an effort to reduce their debt levels. Since it could save costs and increase 
cash levels, the potential risk of stock-outs, loss of sales and customer dissatisfaction does 
not seem really matter during the GFC period. 
7.5 Impact of the GFC on Accounts Receivable Management 
The lessons learnt from the GFC are that liquidity risk and credit risk should not be ignored. 
Australian organizations clearly understood the implication of these two risks, since they 
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managed their accounts receivable with scrutiny. They considered the potential default risk of 
their debtors prior to selling to them on credit. Regular credit worthiness assessments and the 
requirement of bank guarantees were also introduced to enhance credit control. To avoid bad 
debts, firms followed up late-paying customers more promptly and hired collection agencies 
to reduce the days sales outstanding. They also shortened credit terms and offered greater 
cash discounts to shorten the conversion cycle. 
7.6 Impact of the GFC on Debt Management 
Corporate treasurers were also conservative in debt decisions during the GFC. Since less 
borrowing was available, firms had to become more creative in sourcing new avenues to 
raise debt. Some firms changed their funding structures from short-term to long-term debt. 
Other organizations reduced debt financing and reverted to the equity market for funding, 
since fund managers became keen to acquire stock at greatly reduced prices. There were 
also firms with no short-term plans to raise capital, since it was too difficult to obtain funding. 
Difficulty in raising capital makes it critical to effectively implement working capital 
commitments. Most firms reduced capital expenditures in their drive to increase return on 
investment. Firms tended to enhance their bank relationship management, had to renegotiate 
their agreements, and experienced difficulties in extending their maturity profile. 
7.7 Conclusion 
This chapter investigates the impact of the GFC on working capital management. The 
analysis focuses on five determinants of working capital, namely, cash, inventory, accounts 
receivable, debt, and risk. The literature argues that risk management is the most important 
lesson learnt from the GFC. Consistent with the literature, most respondents emphasized the 
importance of liquidity and credit risk control. Moreover, respondents also commented on 
policy changes in detail with respect to each determinant listed above. The main findings can 
be summarized as follow. First, more than half of the respondents changed their working 
capital management, and most of them adopted conservative policies. Second, in an effort to 
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maintain liquidity, firms tended to reduce expenditures and inventory to preserve cash while 
at the same time attempting to reduce debt. Third, firms focussed on risk control and 
shortening the cash conversion cycle. 
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CHAPTER 8 
ROBUSTNESS TEST 
 8.1 Introduction 
So far, the results discussed in chapter 5 and 6 assume that all factors that affect working 
capital management are independent of each other and the joint impact of these factors was 
ignored. In this chapter, an ordinal regression model is applied to test for the joint impact, 
whereby such regression method is capable of allowing us to examine whether various 
factors are related to working capital management decisions. The multivariate results are 
reported followed by a comparison with the previous simple test results. The rest of this 
chapter is organized as follows. The next section discusses the methodology of the 
robustness test. Sections 8.3 discuss multivariate results, and finally the conclusion. 
 8.2 Methodology 
The response rate of 120 respondents makes it extremely difficult to assess all the variables 
discussed in this study. Under these circumstances, we report the results on selected factors, 
namely, the self-serving bias, overconfidence bias, loss aversion bias, anchoring bias, size, 
foreign sales, listing, industry, and age of corporate treasurers.  
 
According to Section 6.2, there are 36 respondents who are prone to the self-serving bias.  
A total of 15 other candidates were identified as not having this bias, and the remaining 69 
respondents in either of the two groups. For the predictor variable ‘self-serving’ in the ordinal 
regression model, we assign 1, 2 and 3 to three groups of respondents respectively, where 1 
stands for people do not exhibit such bias, 2 stands for neutral people and 3 means that 
people are prone to this bias. Similar methodologies are applied to the remaining three 
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behavioural predictor variables namely overconfidence bias, loss aversion bias and 
anchoring bias. The fundamental factors in the regression model are categorised according 
to the general information on the participants and their companies in the questionnaire. There 
are four categories for the age variable (from below 40 to above 60). The listing variable is 
classified as listed, overseas listed, or non-listed. The size variable is determined by annual 
revenue of the company (which varied from below $24 million to more than $5 billion). The 
foreign sales variable varied between four levels of foreign sales (from 0% to more than 50%). 
There are also four dummy variables namely materials, industrials, financials and energy 
where each one stands for an industry. According to Equation 3.6, the above factors are 
regressed as predictor variables against the probability of a particular response. The software 
EViews 5.0 was used to perform the ordinal regression analysis. 
8.3 Results 
The results of ordinal regressions are shown in the Tables 8.1 to 8.10, where both the 
coefficients and Z-statistics for predictor variables are reported. The coefficients in this ordinal 
regression model indicate how much the probabilities change based on the values of the 
predictor variables and the Z-statistics show the significance. Furthermore, the multivariate 
results are compared with the simple t test results reported in previous chapters. According to 
table  
 
The results of the robustness test indicate that all predictor variables are vital to working 
capital management, and the joint impact violates the importance of predictor variables 
discussed in Chapters 5 and 6; however, such a joint impact is finite. The behavioural factors 
do not really exhibit any impact in the multivariate models and other variables (such as size, 
age, industry and listing) are less important. According to tables 8.1 to 8.10, there are 150 
statistical significant results in the multivariate models which is about 74% of the previous 
simple t test results. There are 87 paired results that are regardless of the joint impact and 
most of them arise from the behavioural factors. Such results disclose the joint impact 
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between predictor variables; however it still supports most of the key findings discussed in 
earlier chapters. 
8.4 Conclusion 
By applying the ordinal regression model, this chapter investigates the joint impact between 
predict factors. Selected variables namely the self-serving bias, overconfidence bias, loss 
aversion bias, anchoring bias, size, foreign sales, listing, industry, and age of corporate 
treasurers were examined and the magnitude of the joint effect were also reported. The 
empirical results show that most of the key findings in chapter 5 and 6 hold. The robustness 
test does not really show any influence in related to the behavioural factors, however, 
fundamental factors play a less important role when examined jointly. 
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Tables 8.1 to 8.10 show the robustness test (ordinal regression model) for the joint impact of factors affecting working capital management. The 
coefficients and Z-statistics for the probit ordinal regressions are reported. The independent variables include behavioural factors (self-serving 
bias, anchoring bias, overconfidence bias and loss aversion bias) that measures whether the participant exhibits any behavioural biases; 
fundamental characteristics (size, foreign sales, listing and age of the working capital manager) and industry dummy variables namely materials, 
industrials, financials and energy. The industry dummy variables are equal to 1 if the participant’s firm falls in certain industry. Here ***, **, and * 
denote a statistically significant at the 1%, 5%, and 10% levels, respectively. It also compares the multivariate results with the previous 
conclusion draw in chapter 5 and 6. Here + and – denote a statistically significant for the independent variable that is either on a positive or a 
negative relationship with the dependent variable. 
Table 8.1 Robustness Test for Factors Affecting Working Capital Management Approaches 
  1 2 3 4 5 6 
Factors Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats 
Self-serving -0.16 -0.79 0.05 0.25 -0.13 -0.54 N/A N/A 0.35 N/A -0.01 -0.06 
Anchoring -0.01 -0.07 -0.20 -1.01 0.11 0.49 N/A N/A 0.24 N/A 0.28 1.35 
Overconfidence -0.03 -0.14 0.07 0.34 0.52 2.01** N/A N/A 1.08 N/A -0.01 -0.03 
Loss aversion -0.26 -1.35 -0.13 -0.70 0.19 0.87 N/A N/A -0.16 N/A 0.23 1.05 
Size 0.08 0.87 -0.13 -1.48 -0.05 -0.55 N/A N/A -0.07 N/A 0.08 0.84 
Foreign 0.05 0.43 0.05 0.46 0.30 2.42** N/A N/A 0.57 N/A -0.14 -1.12 
Age 0.29 1.68 -0.40 -2.31** -0.31 -1.55 N/A N/A -0.96 N/A -0.36 -1.79* 
Listing -0.84 -1.97** -0.51 -1.45 -0.55 -1.44 N/A N/A 8.06 N/A -0.22 -0.57 
Materials 0.11 0.29 0.29 0.78 0.12 0.26 N/A N/A 1.74 N/A -0.18 -0.39 
Industrials 0.23 0.59 -0.12 -0.34 0.97 2.45** N/A N/A 0.75 N/A 0.87 2.26** 
Financials -1.17 -2.27** 0.42 0.86 0.75 1.37 N/A N/A -5.83 N/A -0.36 -0.55 
Energy -0.51 -1.07 0.89 1.80* -0.56 -1.09 N/A N/A -7.92 N/A -0.46 -0.93 
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  1 2 3 4 5 6 
Factors Before After Before After Before After Before After Before After Before After 
Self-serving       + N/A  N/A   
Anchoring        N/A  N/A   
Overconfidence     + + + N/A + N/A   
Loss aversion -        N/A  N/A   
Size        N/A  N/A +  
Foreign     + +  N/A  N/A   
Age    -   + N/A  N/A  - 
Listing - -   +   N/A + N/A   
Materials       - N/A  N/A   
Industrials      + + N/A  N/A  + 
Financials - -     - N/A - N/A -  
Energy   + +   - N/A - N/A   
 
The item numbers correspond to the following question items: 
1 is ‘Emphasize the importance of working capital within the organization’  4 is ‘Outperform industry average targets’ 
2 is ‘Put in place structure, governance, and dedicated resources’   5 is ‘Embed change management’ 
3 is ‘Understand and design performance drivers’      6 is ‘Goal setting approaches’ 
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Table 8.2 Robustness Test for Factors Affecting Key Value Metrics 
 
  1 2 3 4 5 6 
Factors Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats 
Self-serving -0.38  -1.77* 0.08 0.35 -0.05 -0.24  0.51 1.31 0.47 1.37 0.25  0.95  
Anchoring -0.10  -0.54 0.15 0.71 0.03 0.17  -0.09 -0.29 0.10 0.31 0.04  0.16  
Overconfidence -0.20  -0.89 0.13 0.56 0.33 1.54  0.26 0.69 -0.33 -0.92 -0.33  -1.19  
Loss aversion 0.04  0.21 0.04 0.21 -0.05 -0.28  -0.73 -2.16** 0.26 0.80 0.07  0.29  
Size -0.07  -0.80 -0.01 -0.13 0.12 1.32  0.58 3.40*** 0.03 0.21 0.28  2.63***  
Foreign -0.08  -0.70 0.19 1.61 -0.02 -0.20  0.46 2.12** 0.26 1.51 0.01  0.08  
Age 0.42  2.43** 0.09 0.49 -0.02 -0.12  0.29 0.91 -0.05 -0.18 -0.25  -1.09  
Listing 0.09  0.25 0.08 0.20 -0.06 -0.16  -0.73 -1.55 -0.53 -0.99 -0.06  -0.14  
Materials -0.08  -0.20 0.11 0.29 0.69 1.85*  -8.65 0.00 -0.28 -0.41 -0.57  -0.92  
Industrials 0.27  0.72 0.32 0.87 0.00 0.00  0.06 0.12 0.02 0.05 -0.02  -0.05  
Financials -0.60  -1.22 0.51 1.03 1.27 2.51**  -6.80 0.00 -6.56 0.00 0.09  0.14  
Energy -0.22  -0.45 -1.08 -1.74* 0.41 0.84  0.62 0.98 0.23 0.32 -0.02  -0.04  
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  1 2 3 4 5 6 
Factors Before After Before After Before After Before After Before After Before After 
Self-serving  -           
Anchoring             
Overconfidence       +      
Loss aversion       - -     
Size -      + +   + + 
Foreign       + +     
Age + +           
Listing       -      
Materials      + -    -  
Industrials             
Financials     + +   -    
Energy   - -         
 
The item numbers correspond to the following question items: 
1 is ‘Net working capital’    4 is ‘Cash conversion cycle’ 
2 is ‘Return on investment’    5 is ‘Benchmark against competition’ 
3 is ‘Risk management’     6 is ‘Weighted average cost of capital’ 
 - 207 -  
 Table 8.3 Robustness Test for Factors Affecting Working Capital Management Methods 
 
  1 2 3 4 5 6 
Factors Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats 
Self-serving 0.38 1.59 0.36 1.51 0.08 0.25 N/A N/A 0.02 0.07 0.26 0.78 
Anchoring -0.18 -0.83 0.08 0.37 0.48 1.63 N/A N/A 0.04 0.16 -0.62 -1.53 
Overconfidence 0.07 0.29 0.05 0.23 -0.15 -0.43 N/A N/A 0.07 0.28 0.18 0.44 
Loss aversion -0.27 -1.21 -0.41 -1.82* 0.06 0.20 N/A N/A -0.05 -0.23 -0.82 -1.83* 
Size 0.15 1.38 0.09 0.91 0.09 0.75 N/A N/A 0.05 0.47 -0.39 -1.94* 
Foreign 0.14 1.06 0.13 1.06 0.04 0.23 N/A N/A -0.05 -0.38 0.50 2.30** 
Age -0.05 -0.24 0.10 0.49 -0.13 -0.49 N/A N/A -0.07 -0.37 -0.54 -1.49 
Listing 0.40 0.96 0.63 1.47 -0.38 -0.78 N/A N/A 0.13 0.28 -0.93 -1.61 
Materials 0.04 0.09 -0.02 -0.04 -8.32 0.00 N/A N/A 0.54 1.26 0.19 0.33 
Industrials 0.55 1.45 0.31 0.80 -0.44 -0.89 N/A N/A -0.41 -0.75 -0.24 -0.35 
Financials -7.42 0.00 -0.06 -0.09 -8.13 0.00 N/A N/A -0.05 -0.08 -8.25 0.00 
Energy -1.43 -2.24** -0.20 -0.39 -0.29 -0.41 N/A N/A 1.18 1.89* -8.20 0.00 
 
 
 
 
 
 
 
 - 208 -  
  1 2 3 4 5 6 
Factors Before After Before After Before After Before After Before After Before After 
Self-serving +      + N/A     
Anchoring        N/A     
Overconfidence        N/A   +  
Loss aversion   - -    N/A   - - 
Size +       N/A    - 
Foreign +       N/A   + + 
Age        N/A -    
Listing        N/A     
Materials     -   N/A     
Industrials +      - N/A -    
Financials -    -   N/A   -  
Energy - -      N/A  + -  
 
The item numbers correspond to the following question items: 
1 is ‘Rollover agreement’    4 is ‘Securitization’ 
2 is ‘Term sheet’      5 is ‘Outsourcing’ 
3 is ‘Collection agency’     6 is ‘Factoring’
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Table8.4 Robustness Test for Factors Affecting Cash Management 
 
  1 2 3 4 5 6 
Factors Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats 
Self-serving -0.31  -1.20 -0.12 -0.58 0.02 0.10  -0.21 -1.03 -0.44 -1.65* -0.02  -0.06  
Anchoring 0.46  1.88* 0.12 0.62 0.26 1.29  -0.27 -1.37 -0.22 -0.96 0.64  2.40**  
Overconfidence 0.24  0.92 0.03 0.12 0.22 1.01  0.06 0.28 0.11 0.41 0.20  0.74  
Loss aversion 0.14  0.58 -0.03 -0.13 -0.23 -1.18  0.09 0.50 -0.11 -0.44 -0.01  -0.04  
Size 0.24  2.09** 0.34 3.59*** 0.11 1.21  -0.12 -1.38 0.37 3.26*** 0.35  2.73***  
Foreign 0.14  0.96 0.10 0.80 -0.03 -0.22  -0.09 -0.84 0.15 0.99 -0.08  -0.54  
Age -0.52  -2.27** -0.24 -1.31 -0.38 -2.11**  0.35 1.99** 0.03 0.14 -0.05  -0.22  
Listing -0.25  -0.66 0.61 1.56 -0.10 -0.25  0.04 0.12 -0.17 -0.41 -0.78  -1.81*  
Materials -0.71  -1.07 0.68 1.69* 0.02 0.04  -0.16 -0.43 -0.19 -0.34 0.91  1.76*  
Industrials 0.75  1.76* -0.10 -0.27 -0.29 -0.78  0.34 0.91 -0.42 -0.90 -0.07  -0.16  
Financials 1.64  2.79*** -0.11 -0.20 0.64 1.23  -0.30 -0.62 -0.02 -0.04 -7.57  0.00  
Energy -1.69  -2.46** -0.20 -0.40 0.69 1.27  0.29 0.57 0.13 0.20 -9.13  0.00  
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Table 8.4 (continued) 
  7 8 9 10 11 12 
Factors Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats 
Self-serving 0.36  1.12 0.58 1.86* -0.05 -0.25  0.01 0.04 -0.23 -0.77 0.20  0.70  
Anchoring -0.10  -0.36 -0.01 -0.05 -0.33 -1.58  0.10 0.43 0.64 2.30** 0.17  0.70  
Overconfidence -0.27  -0.89 0.29 0.94 0.00 -0.01  0.30 1.17 0.16 0.53 -0.05  -0.17  
Loss aversion -0.42  -1.36 0.43 1.63 -0.09 -0.42  0.17 0.75 0.43 1.40 -0.18  -0.62  
Size 0.20  1.47 0.22 1.89* 0.43 4.30***  0.17 1.78* 0.31 2.45** -0.02  -0.18  
Foreign 0.17  1.04 0.12 0.72 -0.06 -0.49  0.27 2.08** 0.12 0.72 0.21  1.42  
Age 0.32  1.12 0.00 0.00 0.28 1.48  0.15 0.74 -0.12 -0.47 -0.07  -0.31  
Listing -0.01  -0.02 -0.14 -0.33 0.22 0.59  0.38 0.92 -1.18 -2.58*** -0.30  -0.65  
Materials 0.08  0.14 -8.13 0.00 0.07 0.16  -0.61 -1.25 -0.57 -0.89 -0.21  -0.43  
Industrials 0.52  1.22 -0.02 -0.04 -0.38 -0.97  -0.19 -0.49 -0.54 -1.11 -0.67  -1.18  
Financials -7.05  0.00 0.25 0.40 -0.08 -0.15  -0.60 -0.91 -7.29 0.00 -0.08  -0.11  
Energy -7.95  0.00 0.43 0.70 0.91 1.71*  -0.35 -0.59 0.44 0.66 0.19  0.25  
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  1 2 3 4 5 6 
Factors Before After Before After Before After Before After Before After Before After 
Self-serving          -   
Anchoring  +         + + 
Overconfidence             
Loss aversion             
Size + + + + +    + + + + 
Foreign   +      +    
Age  -    -  +     
Listing           - - 
Materials -   +        + 
Industrials + +           
Financials + +         -  
Energy - -   +      -  
 
 
 
 
 
 
 
 
 
、 
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Table 8.4 (continued) 
  7 8 9 10 11 12 
Factors Before After Before After Before After Before After Before After Before After 
Self-serving   + +         
Anchoring         + +   
Overconfidence     +      +  
Loss aversion -          -  
Size +    + + + + + +   
Foreign +      + +     
Age             
Listing         - -   
Materials   -      -    
Industrials         -    
Financials -        -    
Energy -     +       
 
The item numbers correspond to the following question items: 
   1 is ‘Managing cash through netting’            7 is ‘Managing cash through leading and lagging’ 
2 is ‘Diversification of bank transactions’           8 is ‘Streamline bank relationships’ 
3 is ‘Centralization of cash management decisions’        9 is ‘Policy on key liquidity parameters’ 
4 is ‘Meet payments in a timely manner’         10 is ‘Emergency liquidity reserves’ 
   5 is ‘Account structure/set-offs’           11 is ‘Tender for banking services’ 
   6 is ‘Minimize float’             12 is ‘Reduce time frames/error margins’ 
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Table 8.5 Robustness Test for Factors Affecting Cash Decisions 
 
  1 2 3 4 5 
Factors Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats 
Self-serving 0.40  2.39** 0.30 1.79* 0.49  2.96*** 0.62 3.64*** 0.66 3.80***  
Anchoring 0.09  0.60 -0.30 -1.85* -0.03  -0.21 -0.26 -1.61 -0.06 -0.36  
Overconfidence 0.12  0.70 0.59 3.31*** 0.10  0.57 0.37 2.14** 0.28 1.58  
Loss aversion 0.10  0.65 0.01 0.07 0.02  0.11 -0.33 -2.13** 0.01 0.04  
Size 0.08  1.05 0.10 1.39 0.18  2.42** 0.27 3.61*** 0.19 2.55**  
Foreign 0.45  4.68*** 0.01 0.07 0.02  0.21 0.14 1.50 0.07 0.76  
Age 0.08  0.60 0.02 0.11 0.26  1.87* 0.42 2.93*** 0.28 2.00**  
Listing -0.33  -1.12 0.34 1.17 0.87  2.93*** 0.93 3.10*** 0.00 -0.01  
Materials -0.12  -0.40 -0.29 -0.92 0.52  1.67* 0.36 1.15 -0.62 -1.96**  
Industrials -0.14  -0.49 0.22 0.76 -0.51  -1.71* 0.17 0.55 -0.16 -0.53  
Financials -0.43  -1.02 0.52 1.28 1.08  2.62*** 0.98 2.37** 0.36 0.88  
Energy 0.53  1.32 0.59 1.46 0.75  1.87* 0.14 0.33 0.71 1.76*  
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Table 8.5 (continued) 
  6 7 8 9 10 
Factors Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats 
Self-serving 0.52  3.17*** 0.18 1.09 0.33  1.97** 0.61 3.55*** 0.49 2.97***  
Anchoring -0.01  -0.04 -0.09 -0.59 0.08  0.48 -0.03 -0.21 -0.15 -0.96  
Overconfidence 0.15  0.91 0.38 2.23** 0.25  1.41 0.03 0.16 0.32 1.89*  
Loss aversion 0.08  0.56 -0.15 -1.03 -0.26  -1.63 -0.21 -1.33 -0.21 -1.37  
Size 0.07  0.94 0.16 2.21** 0.34  4.32*** 0.06 0.78 0.12 1.63  
Foreign 0.06  0.61 -0.02 -0.23 0.09  0.94 0.16 1.66* -0.03 -0.34  
Age 0.09  0.70 0.20 1.47 0.35  2.44** 0.27 1.93* 0.16 1.19  
Listing 0.28  0.97 0.31 1.07 0.97  3.23*** 0.08 0.28 0.16 0.54  
Materials 0.27  0.89 -0.24 -0.79 0.32  1.03 0.18 0.57 0.31 1.01  
Industrials 0.00  0.00 -0.28 -0.96 0.54  1.74* 0.04 0.12 0.43 1.45  
Financials 0.79  2.01** 0.52 1.31 1.19  2.86*** -0.03 -0.07 0.82 2.07**  
Energy 0.28  0.72 0.38 0.96 0.09  0.22 0.03 0.07 0.15 0.37  
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  1 2 3 4 5 
Factors Before After Before After Before After Before After Before After 
Self-serving + + + + + + + + + + 
Anchoring   - -       
Overconfidence   + +   + + +  
Loss aversion     +   -   
Size +     + + + + + 
Foreign + +         
Age      +  +  + 
Listing     + +  +   
Materials   -   +   - - 
Industrials +    - -     
Financials -    + +  +   
Energy      +     
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Table 8.5 (continued) 
  6 7 8 9 10 
Factors Before After Before After Before After Before After Before After 
Self-serving + +   + + + + + + 
Anchoring           
Overconfidence   + +     + + 
Loss aversion           
Size   + + + +     
Foreign     +  + +   
Age      +  +   
Listing      +     
Materials   -        
Industrials      +     
Financials + + +   +    + 
Energy           
 
The item numbers correspond to the following question items: 
   1 is ‘Foreign exchange rate’            6 is ‘Market regulations’ 
2 is ‘Level of inflation’             7 is ‘Interest rates’ 
3 is ‘Liquidity on security markets’          8 is ‘Financial/banking environment’ 
4 is ‘Efficient financial systems’          9 is ‘Economic environment’ 
   5 is ‘Technological advances’         10 is ‘Security costs’ 
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Table 8.6 Robustness Test for Factors Affecting Inventory Management 
 
  1 2 3 4 5 6 
Factors Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats 
Self-serving 0.19 0.42 -0.30 -0.51 -0.50 -1.04 0.07 0.09 -0.08 -0.20 0.33 0.76 
Anchoring -0.59 -1.50 0.44 0.87 0.62 1.52 -0.58 -1.04 0.36 0.96 0.19 0.52 
Overconfidence 0.02 0.06 0.90 1.66* 0.19 0.40 1.30 1.88* 0.27 0.65 0.10 0.25 
Loss aversion 0.22 0.55 0.28 0.56 -0.18 -0.40 -0.52 -0.88 -0.23 -0.57 -0.03 -0.08 
Size -0.04 -0.20 0.08 0.31 0.00 0.00 0.04 0.14 0.15 0.82 0.37 1.92* 
Foreign 0.08 0.42 0.41 1.64 0.25 1.25 -0.27 -1.02 0.00 -0.01 0.18 0.94 
Age -0.23 -0.69 0.00 0.00 0.38 1.12 -0.67 -1.42 0.18 0.57 -0.02 -0.06 
Listing -0.24 -0.43 -0.57 -0.71 -0.70 -1.12 0.10 0.12 -0.17 -0.29 -0.10 -0.18 
Materials 1.19 1.43 -1.34 -1.43 0.04 0.05 1.75 1.50 0.43 0.60 0.36 0.50 
Industrials 0.39 0.73 -0.70 -0.94 -0.47 -0.75 0.88 1.04 0.31 0.56 0.57 0.98 
Financials -7.52 0.00 6.67 0.00 -8.95 0.00 -9.39 0.00 -7.89 0.00 -7.20 0.00 
Energy 0.53 0.54 -0.88 -0.78 0.36 0.36 -11.94 0.00 -0.18 -0.20 -0.60 -0.60 
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  1 2 3 4 5 6 
Factors Before After Before After Before After Before After Before After Before After 
Self-serving             
Anchoring -            
Overconfidence    +   + +     
Loss aversion             
Size   +        + + 
Foreign     +      +  
Age             
Listing             
Materials +            
Industrials           +  
Financials             
Energy   -          
 
 The item numbers correspond to the following question items: 
   1 is ‘Material requirement planning’ 
2 is ‘Sales forecasting’ 
3 is ‘Just-in-time’ 
4 is ‘Inventory models (economic order quantity, economic productivity quantity, etc.)’ 
   5 is ‘Enterprise resource planning system’ 
   6 is ‘Supply chain management’ 
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Table 8.7 Robustness Test for Factors Affecting Trade Credit 
 
  1 2 3 4 5 
Factors Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats
Self-serving -0.03  -0.13 0.05 0.18 0.26 1.04 -0.11 -0.49 -0.46 -0.90 
Anchoring 0.09  0.42 0.48 1.59 0.17 0.79 0.24 1.11 -0.57 -1.05 
Overconfidence 0.29  1.23 0.05 0.17 -0.07 -0.28 -0.06 -0.24 -0.81 -1.45 
Loss aversion -0.25  -1.15 0.22 0.73 0.07 0.30 0.58 2.49** -0.70 -1.03 
Size 0.15  1.56 0.07 0.54 0.38 3.56*** 0.21 2.04** -0.13 -0.53 
Foreign 0.26  2.10** 0.08 0.48 -0.10 -0.71 -0.15 -1.09 0.29 0.92 
Age 0.06  0.33 -0.04 -0.17 0.21 1.02 -0.19 -1.00 -0.82 -1.53 
Listing 0.03  0.08 -0.76 -1.55 -0.58 -1.55 -1.63 -3.64*** -0.21 -0.22 
Materials 0.22  0.55 -0.21 -0.40 0.24 0.54 -0.52 -1.16 0.29 0.34 
Industrials 0.17  0.45 -0.67 -1.22 0.03 0.08 0.23 0.57 -7.77 0.00 
Financials 0.04  0.08 -7.51 0.00 -0.08 -0.13 -1.11 -1.86* -6.67 0.00 
Energy -1.18  -1.82* 0.18 0.25 -0.50 -0.82 -1.18 -1.93* -0.15 0.00 
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  1 2 3 4 5 
Factors Before After Before After Before After Before After Before After 
Self-serving     +      
Anchoring           
Overconfidence           
Loss aversion        +   
Size +    + + + +   
Foreign + +         
Age       -    
Listing     -  - -   
Materials       -    
Industrials         -  
Financials   -     - -  
Energy - -     - - -  
 
The item numbers correspond to the following question items: 
   1 is ‘Financial motives’     4 is ‘Operating motives’ 
2 is ‘Price motives’      5 is ‘Tax-based motives’ 
3 is ‘Transaction motives’ 
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Table 8.8 Robustness Test for Factors Affecting Debt Policies 
 
  1 2 3 4 5 6 7 
Factors Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats 
Self-serving -0.23 -0.81 0.17 0.59 -0.74 -2.37** -0.29 -1.01 -0.31 -1.11 -0.35 -1.20 0.03 0.09 
Anchoring 0.46 1.65* 0.40 1.46 0.86 2.88*** 0.25 0.92 0.05 0.20 -0.03 -0.12 0.24 0.85 
Overconfidence -0.07 -0.23 0.29 1.02 -0.02 -0.06 -0.34 -1.18 0.23 0.80 0.61 1.99** 0.61 1.97** 
Loss aversion 0.18 0.66 -0.28 -1.00 -0.18 -0.65 0.03 0.11 -0.28 -1.01 -0.05 -0.17 -0.03 -0.09 
Size 0.13 1.08 -0.17 -1.39 0.23 1.70* 0.25 2.09** 0.03 0.29 0.07 0.55 -0.14 -1.14 
Foreign -0.09 -0.56 0.30 1.70* -0.29 -1.59 -0.05 -0.30 -0.07 -0.43 -0.13 -0.76 0.08 0.48 
Age -0.32 -1.23 -0.14 -0.56 -0.32 -1.23 -0.44 -1.73 -0.24 -0.96 0.02 0.08 -0.25 -0.96 
Listing -0.15 -0.37 0.78 1.90* -0.23 -0.56 -0.06 -0.15 0.04 0.10 -0.04 -0.09 0.16 0.37 
Materials 0.04 0.07 0.35 0.55 1.28 1.89* 1.27 1.99** -0.32 -0.54 1.03 1.49 1.17 1.67* 
Industrials -0.19 -0.44 1.00 2.22** 0.42 0.94 0.23 0.53 0.01 0.03 0.23 0.51 -0.19 -0.42 
Financials 0.29 0.47 0.16 0.26 0.13 0.19 0.68 1.06 0.31 0.50 -0.46 -0.72 -0.85 -1.30 
Energy 0.05 0.07 -0.75 -1.04 -2.66 -2.94*** -0.89 -1.23 0.18 0.26 0.66 0.83 1.76 2.07** 
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Table 8.8 (continued) 
  8 9 10 11 12 13 
Factors Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats 
Self-serving -0.67 -2.23** -0.28 -1.00 -0.79 -2.54** -0.25 -0.86 -0.59 -2.05** -0.19 -0.67 
Anchoring 0.68 2.36** 0.24 0.91 0.34 1.19 0.06 0.21 0.19 0.71 0.43 1.58 
Overconfidence 0.25 0.87 -0.15 -0.52 0.89 2.85*** 0.05 0.15 -0.22 -0.75 0.05 0.18 
Loss aversion -0.23 -0.82 -0.18 -0.66 -0.47 -1.64 0.25 0.89 -0.27 -0.97 0.17 0.63 
Size -0.05 -0.44 -0.09 -0.79 0.24 1.86* -0.03 -0.24 -0.07 -0.59 0.12 1.00 
Foreign -0.22 -1.32 0.17 1.03 -0.26 -1.43 0.05 0.32 0.33 1.92* 0.10 0.60 
Age -0.31 -1.17 0.08 0.33 -0.29 -1.11 0.01 0.05 -0.12 -0.47 -0.51 -1.99** 
Listing -0.44 -1.05 -0.15 -0.37 -0.18 -0.40 -0.42 -0.98 0.53 1.23 0.08 0.19 
Materials 0.64 1.01 0.84 1.36 0.93 1.42 -0.36 -0.58 -0.15 -0.24 0.92 1.48 
Industrials 0.25 0.57 0.37 0.83 0.61 1.26 0.16 0.35 0.52 1.13 0.40 0.87 
Financials -1.38 -1.92** 0.51 0.81 0.42 0.65 0.08 0.13 0.56 0.89 0.67 1.07 
Energy -1.63 -2.07** -1.27 -1.75* -1.95 -2.43** -0.51 -0.69 -1.44 -1.97** -0.49 -0.69 
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  1 2 3 4 5 6 7 
Factors Before After Before After Before After Before After Before After Before After Before After 
Self-serving      -         
Anchoring  + +  + +         
Overconfidence   -         +  + 
Loss aversion     -          
Size +     +  +       
Foreign    +         +  
Age       -        
Listing    +           
Materials      +  + -  +   + 
Industrials    +           
Financials               
Energy      -   +    + + 
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Table 8.8 (continued) 
  8 9 10 11 12 13 
Factors Before After Before After Before After Before After Before After Before After 
Self-serving  -    -    -   
Anchoring + +           
Overconfidence     + +       
Loss aversion             
Size     + +     +  
Foreign         + + +  
Age            - 
Listing             
Materials       -      
Industrials             
Financials  -           
Energy  -  -  -    -   
 
The item numbers correspond to the following question items: 
1 is ‘The tax advantage of interest deductibility’         11 is ‘Issue debt when interest rates are particularly low’ 
2 is ‘The potential costs of bankruptcy, near-bankruptcy, or financial distress’   12 is ‘Use debt when your equity is undervalued’ 
3 is ‘The debt levels of other firms in your industry’          13 is ‘Diversify your debts due to risk concern’ 
4 is ‘Credit ratings’ 
5 is ‘The transactions costs and fees for issuing debt’ 
6 is ‘Financial flexibility’ 
7 is ‘The volatility of earnings and cash flows’ 
8 is ‘The core debt level fluctuates with seasonal or other aspects of the business’ 
9 is ‘Limit debt so your customers/suppliers are not worried about your firm going out of business’ 
10 is ‘Issue debt when your internal funds are not sufficient’ 
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Table 8.9 Robustness Test for Factors Affecting Funding Preference 
 
 
    
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  1 2 3 4 5 6 7 8 
Factors Coef z-Stats Coef z-Stats Coef z-Stats Coef z-Stats Coef z-Stats Coef z-Stats Coef z-Stats Coef z-Stats
Self-serving -0.27 -0.76  -0.82  -2.01** -0.97 -1.64 N/A N/A 0.00 0.00 N/A N/A 0.18 0.32 0.39 0.73 
Anchoring 0.22 0.67  0.43  1.11 0.11 0.21 N/A N/A -0.30 -0.67 N/A N/A 0.24 0.47 -0.09 -0.16 
Overconfidence 0.34 0.96  0.25  0.67 0.94 1.58 N/A N/A -0.15 -0.33 N/A N/A 0.14 0.28 -0.15 -0.25 
Loss aversion 0.69 2.00**  -0.18  -0.46 -0.33 -0.59 N/A N/A -0.03 -0.08 N/A N/A -0.11 -0.24 -0.11 -0.21 
Size -0.11 -0.70  0.17  1.04 0.17 0.76 N/A N/A 0.49 2.57** N/A N/A 1.20 3.54*** -0.11 -0.53 
Foreign -0.27 -1.12  -0.26  -1.01 -0.25 -0.72 N/A N/A -0.19 -0.80 N/A N/A -0.01 -0.05 0.06 0.18 
Age -0.28 -0.83  -0.05  -0.15 -1.19 -2.04** N/A N/A -0.37 -0.95 N/A N/A -0.85 -1.74* 0.57 1.09 
Listing -0.41 -0.81  -0.84  -1.58 -1.15 -1.51 N/A N/A 0.11 0.19 N/A N/A -0.55 -0.75 6.35 0.00 
Materials -1.06 -1.15  0.31  0.36 2.61 1.98** N/A N/A 1.03 0.94 N/A N/A 2.91 1.87* 0.69 0.76 
Industrials -0.35 -0.65  -0.55  -0.90 0.75 0.95 N/A N/A 1.64 2.49** N/A N/A -0.69 -1.00 0.59 0.67 
Financials -0.86 -1.06  -0.49  -0.52 -6.39 0.00 N/A N/A 1.35 1.24 N/A N/A 0.99 0.66 0.20 0.17 
Energy 9.20 0.00  -0.77  -0.67 -8.89 0.00 N/A N/A -0.01 -0.02 N/A N/A -0.82 -0.63 1.05 0.81 
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The item numbers correspond to the following question items: 
1 is ‘Overdraft/line of credit’       5 is ‘Bonds’ 
2 is ‘Money market’        6 is ‘Debentures’ 
3 is ‘Cash advances’        7 is ‘Term loans’ 
4 is ‘Bank bills’         8 is ‘Stocks’ 
  1 2 3 4 5 6 7 8 
Factors Before After Before After Before After Before After Before After Before After Before After Before After
Self-serving -   -    N/A +  N/A N/A     
Anchoring       - N/A   N/A N/A     
Overconfidence     +   N/A +   N/A   +  
Loss aversion  +      N/A    N/A     
Size        N/A + +  N/A + + -  
Foreign     +   N/A   N/A N/A +    
Age     - -  N/A    N/A  - +  
Listing       + N/A    N/A   +  
Materials -     +  N/A    N/A  +   
Industrials        N/A  +  N/A   -  
Financials     -   N/A    N/A     
Energy +    -  - N/A    N/A     
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Table 8.10 Robustness Test for Factors Affecting Risk Management 
 
 
  1 2 3 4 5 6 
Factors Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats Coefficient z-Stats 
Self-serving 0.65  2.86*** 0.26 1.52 0.06 0.39  0.68 3.83*** 0.32 1.89* 0.33  1.98**  
Anchoring 0.08  0.36 0.25 1.60 0.00 0.00  -0.18 -1.15 0.17 1.08 0.12  0.77  
Overconfidence 0.72  2.95*** 0.26 1.51 0.22 1.27  0.27 1.50 0.17 0.96 0.39  2.26**  
Loss aversion 0.07  0.34 0.09 0.57 -0.01 -0.06  -0.16 -1.00 0.04 0.28 0.07  0.45  
Size 0.22  1.96** 0.22 2.89*** 0.14 1.95*  -0.02 -0.30 0.10 1.41 0.10  1.40  
Foreign 0.06  0.44 -0.19 -2.06** 0.09 0.95  0.23 2.27** 0.34 3.51*** 0.10  1.14  
Age 0.28  1.34 0.12 0.89 0.05 0.39  0.19 1.32 0.02 0.12 0.13  0.93  
Listing 0.02  0.05 -0.11 -0.34 -0.13 -0.44  0.31 1.05 -0.42 -1.33 0.71  2.35**  
Materials 0.55  1.21 -0.64 -2.11** -0.54 -1.77*  0.25 0.76 -0.07 -0.21 0.14  0.45  
Industrials -0.59  -1.50 0.17 0.55 0.26 0.87  0.19 0.62 0.01 0.03 -0.29  -1.00  
Financials 0.49  0.82 -0.10 -0.25 0.36 0.88  0.16 0.39 -0.37 -0.88 -0.57  -1.38  
Energy 1.62  2.44*** -0.01 -0.03 0.01 0.04  0.59 1.40 0.13 0.32 0.71  1.81*  
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  1 2 3 4 5 6 
Factors Before After Before After Before After Before After Before After Before After 
Self-serving + + +    + + + + + + 
Anchoring             
Overconfidence + + +  +       + 
Loss aversion             
Size  + + + + +   +    
Foreign +  - -   + + + + +  
Age       +      
Listing           + + 
Materials   - - - -       
Industrials             
Financials         -  -  
Energy  +          + 
 
The item numbers correspond to the following question items: 
   1 is ‘Cash and liquidity risk’     4 is ‘Operational risk’ 
2 is ‘Interest rate risk’      5 is ‘Foreign exchange risk’ 
3 is ‘Credit risk’       6 is ‘Political risk
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CHAPTER 9 
CONCLUSION 
9.1 Overview 
Corporate finance is an area dominated by discussion by industry practitioners and 
academics on investment and financing decisions. Little consideration has been given to 
working capital management, either in practice or in the academic literature. This thesis can 
be seen as part of a campaign to increase awareness of working capital management. There 
is even debate around what the determinants of working capital are. Sagan (1955) introduced 
four determinants of working capital, namely, cash, inventory, accounts receivable, and debt, 
and ever since numerous papers have debated this count. This research contributes to the 
debate by arguing that there is a fifth element to working capital management: risk 
management. Earlier work in this area attempts to explain other factors that can influence 
working capital managers’ decisions, and the existing literature focuses more on profitability 
measures. We extend this to other fundamental and behavioural factors. The fundamental 
factors are size, credit rating, foreign sales, listing, firm performance, gender, age, education, 
and industry, and the behavioural factors are the self-serving bias, overconfidence bias loss 
aversion bias, and anchoring bias. This leads to the development of a profile of a good 
working capital manager. This study also documents the behaviour of working capital 
managers during the recent global financial crisis (GFC). 
 
This chapter provides answers to the research questions documented in Chapter 2 and is 
structured as follows. Section 9.2 provides a summary of the literature review of Chapter 2, 
the research method used in this study in Chapter 3, and the empirical evidence presented in 
Chapters 4 to 7. This is followed by Section 9.3, which outlines key findings generated from 
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the empirical analysis pertaining to the four main empirical chapters. As discussed in Chapter 
1, the first empirical analysis focuses on working capital practices, the second analysis 
explores fundamental factors affecting working capital management, the third empirical 
chapter focuses on behavioural aspects in working capital management, and the last analysis 
investigates policy changes in working capital management during the GFC. Finally, Section 
9.4 identifies the limitations of the thesis and directions for future research. 
 
9.2 Thesis Summary 
The central focus of this thesis is to empirically assess the contemporary practices and 
determinant factors in working capital management within the Australian context. Overall, this 
thesis attempts to address the following questions: 
 
1. What are the determinants of working capital? 
2. What are the contemporary working capital practices in Australia? 
3. Do fundamental characteristics such as size, credit rating, foreign sales, listing, firm 
performance, gender, age, education, and industry affect working capital 
management in Australia? 
4. Are Australian corporate treasurers prone towards behavioural biases when making 
managerial decisions? 
5. How do various behavioural biases affect working capital management in Australia? 
6. How does one profile a good working capital manager? 
7. How did Australian firms modify their strategies during the GFC period? 
 
The process of investigating the above questions results in six chapters. Chapter 2 reviews 
the existing literature on working capital management, fundamental factors, behavioural 
biases, and the GFC. Stimulated by the work of Belt and Smith (1991) and Graham and 
Harvey (2001), a theoretical appraisal of working capital management and a number of 
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fundamental factors that can affect managerial decisions were discussed. Moreover, by 
reviewing the literature on behavioural finance, behavioural biases were introduced in this 
research to supplement the fundamental analysis of working capital management. Since this 
study was conducted around the GFC period, it is important to address this issue. Chapter 3 
summarizes the research objectives and discusses the methodology used to achieve these 
goals. In particular, it discusses the conduct of interviews, the survey questionnaire design, 
and the quantitative and qualitative methods used. The remaining chapters discuss the 
empirical evidence. The response rate for the adoption of the various approaches tested in 
this study can be summarized in Table 9.1. 
Table 9.1 Different Working Capital Tools Tested and the Proportions of Respondents 
 
Approaches for working capital management Proportion 
Outperform industry average targets 4% 
Embed change management 5% 
Goal setting approaches 24% 
Understand and design performance drivers 26% 
Put in place structure, governance, and dedicated resources 44% 
Emphasize the importance of working capital within the 
organization 60% 
Methods for working capital management Proportion 
Factoring 8% 
Collection agency 10% 
Securitization 10% 
Outsourcing 16% 
Rollover agreements 24% 
Term sheets 24% 
Key value metrics for working capital management Proportion 
Benchmark against competition 7% 
Weighted average capital cost 18% 
Net cash conversion cycle (DSO + DIO - DPO) 19% 
Return on investment 25% 
Risk management 39% 
Net working capital 60% 
Cash management methods Proportion 
Reduce time frames/error margins 10% 
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Managing cash through leading and lagging 13% 
Streamline bank relationships (e.g., PrimeRevenue online 
platform) 14% 
Tender for banking services 15% 
Account structure/set-offs 19% 
Minimize float 19% 
Emergency liquidity reserves 22% 
Managing cash through netting 25% 
Policy on key liquidity parameters (e.g., cash, equity, dividend 
forecasting) 36% 
Diversification of bank transactions 43% 
Meet payments in a timely manner 57% 
Centralization of cash management decisions 67% 
Inventory management methods Proportion 
Inventory models (economic order quantity, economic 
productivity quantity, etc.) 21% 
Just-in-time 31% 
Enterprise resource planning system 36% 
Supply chain management 48% 
Material requirement planning 62% 
Sales forecasting 74% 
Preference of funding methods Proportion 
Debentures 2% 
Stocks 10% 
Cash advances 22% 
Bonds 27% 
Bank bills 29% 
Money market  31% 
Overdraft/line of credit 49% 
Term loans 54% 
 
9.3 Key Contributions of Thesis 
In brief, this thesis contributes to the following areas of the working capital literature. 
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9.3.1 Contributions to General Working Capital Management 
? We identify a number of structural changes in working capital management such as 
rapid advances in computer technology for inventory control, alignment of the 
Australian accounting standard to global accounting standards, a variety of 
market-related influences and government-related influences and market disruptions 
during the last two decades. 
? The gaps between academic work and current industry practices in working capital 
management are narrowed since this research documents the latest developments in 
working capital management in practice that the previous literatures fail to 
? This thesis shows evidence that cash, inventory, accounts receivable, debt, and risk 
are all determinants of working capital. 
 
 
? Interest rates, efficient financial systems, financial/banking environment, and 
economic environment are perceived to be important factors that affect cash 
decisions. 
? The tax advantages of interest deductibility, potential costs of financial distress, 
transactions costs and fees for issuing debt, volatility of earnings and cash flows, and 
financial flexibility are factors that affect debt decisions. 
? Firms diversify their debt due to risk concerns. 
? Australian corporate treasurers prefer to use accounts receivable rather than cash. 
? The pecking order theory and trade-off theory are valid in Australian corporations. 
? We find that risk management is a vital aspect of Australian working capital 
management. However, the importance of risk factors differs across firms. Overall, 
liquidity risk is perceived to have been the most important factor during the GFC. 
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9.3.2 Contributions to a Fundamental Analysis of Working Capital Management 
? Fundamental factors such as size, credit rating, foreign sales, listing, firm 
performance, gender, age, education, and industry affect the decisions of working 
capital managers. 
? Large firms tend to take working capital management more seriously. 
? Most Australian firms do not have credit ratings, and firms with credit ratings are 
generally large firms. 
? Unsuccessful firms tend to mimic the working capital practices of successful firms. 
? Working capital management is a male-dominated working environment in Australia. 
? Older managers are more risk averse. 
? A number of years of working experience are required to become a working capital 
manager, in addition to a formal education. 
9.3.3 Contributions to a Behavioural Analysis of Working Capital Management 
? A number of survey questions are developed to identify various behavioural biases. 
? Australian corporate treasurers are prone towards various behavioural biases when 
making managerial decisions. 
? Behavioural factors, namely, the self-serving bias, overconfidence bias, loss aversion 
bias, and anchoring bias, affect working capital decisions. 
? Overconfident managers rely more on models and forecasting techniques. 
? Managers with the loss aversion bias are good at reducing bad debts. 
? Corporate treasurers who are prone towards the anchoring bias are more likely to 
manage a firm’s distress properly. 
? Working capital managers who exhibit the self-serving bias tend to be good risk 
managers. 
? A profile of a good working capital manager is proposed. 
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9.3.4 Contributions to the Impact of the GFC on Working Capital Management 
? The impact of the GFC on working capital management is documented. 
? More than half of Australian companies changed their working capital management 
during the GFC, and most adopted conservative policies in working capital 
management. 
? Firms reduced their debt, inventory, and expenditures and simultaneously preserved 
cash during the GFC. 
? Firms sought new funding methods, since less borrowing was available during the 
GFC. 
? Firms strengthened risk control and reduced the cash conversion cycle during the 
GFC. 
 
9.4 Limitations of the Study and Directions for Future Research 
This study is innovative in a number of instances. However, further research is required for 
the theory developed to be well established. It is important that similar studies be conducted 
in different parts of the world to test if the same conclusions can be drawn. Furthermore, there 
is the potential to include more behavioural biases in future research. Third, other quantitative 
techniques can developed to test the validity of the conclusions generated in this study. In 
addition, since the survey was carried out right in the middle of the GFC, it would be 
interesting to redo this survey during a more stable economic and financial climate to verify if 
the results still hold. Finally, very few corporations have a credit rating, the main reason being 
the high cost associated with obtaining one. Alternative ways of measuring the credit 
worthiness of firms could be developed to strengthen the study of working capital and debt 
management. 
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